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ABSTRACT 


This  study  has  two  primary  objectives.  First,  to  Investigate  how 
the  existing  methods  of  estimating  major  item  prices  for  FMS  could 
be  Improved  so  that  the  difference  between  that  estimate  and  the 
actual  price  charged  will  not  vary  by  more  than  10%  of  the  initial 
price.  Second,  to  determine  the  initial  versus  final  price  differ 
ences  currently  being  experienced  by  the  Army.  It  was  found  that 
a  few  cost-effective  Improvements  are  possible  though  the  average 
ratio  of  final  prices  to  initial  prices  of  between  93%  and  99%  is 
well  within  acceptable  limits.  The  study  recommends  that  the 
price  estimating  process  be  autonated  by  all  MSCs,  that  a  contin¬ 
gency  reserve  be  added  in  those  cases  where  there  is  a  low  confi- 
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dence  in  the  initial  price  estimate,  and  that  the  US  Army  Security 
Assistance  Center  (USASAC)  prepare  a  quarterly  management  report 
of  the  price  ratios  for  each  subordinate  command  and  for  the  total 
Army  case  load. 
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EXECUTIVE  SUMMARY 


1.  Authority  For  the  Study.  The  authority  for  this  study  comes 
from  a  US  Army  Security  Assistance  Center  (DRSAC-MS)  study  direc¬ 
tive,  undated,  subject:  LSO  Study  004,  Single  Pricing  For  Major 
Items  In  FMS* 

2 .  Problem/Backqround . 

a.  The  United  States  Government  (USG)  sells  billions  of  dollars 
of  military  equipment  to  foreign  nations  each  year  under  the  Foreign 
Military  Sales  (FMS)  program.  A  preliminary  to  each  potential 

sale  is  the  process  of  establishing  the  availabilities  and  prices 
of  the  items  that  the  foreign  custcsner  desires  to  purchase.  Because 
there  is  no  firm  price  list  that  can  be  used  to  establish  the  price, 
the  customer  is  provided  an  estimate. 

b.  Primarily  because  of  Government  Accounting  Office  (GAO), 
Defense  Audit  Service  (DAS) (now  DOD  IG) ,  and  Army  Audit  Agency 
(AAA)  reports  of  audit,  it  is  generally  felt  that  the  initial  cost 
estimates  are  too  low  and  of  questionable  accuracy. 

c.  If  the  price  estimates  for  potential  FMS  offerings  are  too 
low  at  the  time  of  case  initiation,  this  results  in  a  need  to 
renegotiate  the  sale,  customer  dissatisfaction,  a  potential 
failure  to  recoup  all  the  costs  incurred  by  the  USG  in  accordance 
with  the  Arms  Export  Control  Act,  and  the  potential  for  adverse 
foreign  policy  impacts. 

3 .  Objectives. 

a.  The  overall  objective  is  to  improve  the  current  initial 
price  estimating  methods  in  order  to  decrease  the  likelihood  of 


the  difference  between  the  initial  price  estimate  and  the  price  at 
case  close  out  from  exceeding  10%  of  the  initial  price  quote. 
Subobjectives  are  listed  below. 

(1)  To  evaluate  methods  and  techniques  used  in  pricing 
major  items  for  FMS  custcxners. 

(2)  To  develop  improvements  to  the  existing  pricing  metho¬ 
dology  such  that  the  offered  price  will  not  require  updating  or 
renegotiation  during  the  case  execution  time  frame. 

(3)  To  consider  the  concept  of  a  management  reserve  to 
support  a  single  fixed-price  quote. 

(4)  To  recommend  appropriate  pricing  procedures  in  accord¬ 
ance  with  the  goal  (law)  of  FMS  management  to  conduct  the  progreun 
at  no  cost  to  the  USG. 

(5)  To  develop  a  procedure  to  maintain  visibility  and 
awareness  of  price  effects  and  price  changes  as  the  FMS  case  moves 
through  its  lead  time. 

b.  During  the  course  of  the  study  it  was  found  that,  though 
price  estimates  were  believed  to  be  low  and  imprecise,  no  work  had 
been  done  by  any  of  the  organizations  involved  in  FMS  to  determine 
the  extent  of  the  problem  and  if  in  fact  there  was  a  problem.  Sno\ 
and  Izzi  of  this  office  (LSO)  had  done  a  brief  analysis  of  costs 
in  1975  (Ref  1) .  The  scope  of  the  current  study  was  consequently 
broadened  to  Include  an  investigation  of  historic  FMS  case  data  to 
determine  the  magnitude  of  the  disparity  between  the  initially 
quoted  price  for  major  items  on  DD  Form  1513  and  the  price  that 


was  finally  paid  by  the  customer  after  the  items  were  delivered. 

An  in-depth  discussion  may  be  found  in  a  later  section  (VI  E) . 

4.  Limits  and  Scope. 

a.  This  study  is  unclassified. 

b.  Only  major  items  are  of  interest  in  this  study  though 
statistics  on  cases  and  case  lines  for  other  than  major  items  are 
provided.  This  study  pertains  to  Army  materiel  managed  by  DARCOM 
with  the  following  Commodity  Management  Codes  (CMC): 

B  other  support  equipment,  ground  forces  support 
materiel 

C  medical  -  dental  materiel 

H  aircraft  -  air  materiel 

K  tactical  and  support  vehicles  -  combat  and 
automotive  materiel 

L  missiles  -  missile  materiel 

M  ammunition,  weapons  and  tracked  combat  vehicle's 
weapons,  special  weapons,  chemical  and  fire 
control  materiel 

Cryptologic  materiel  (CMC  P)  and  COMSEC  materiel  (CMC  U)  were  not 
considered.  Pricing  evaluations  Include  sales  of  non-excess  major 
items  whether  delivered  from  storage,  from  procurements  initiated 
to  maintain  "in  kind"  inventory  levels,  from  procurements  specifi¬ 
cally  for  FMS,  or  frcm  inventories  to  be  replaced  with  improved 
items.  The  selling  price  of  surplus  major  items  was  not  evaluated 
nor  was  the  adequacy  of  asset  use,  accessorial,  or  administrative 
"add-on"  charges . 


5.  Assumptions .  No  assumptions  were  made. 


6.  Methodology . 

a.  The  US  Army  Armament  Materiel  Readiness  Command  (ARRCOM) , 
the  USA  Missile  Command  (MICOM) ,  the  USA  Tank  Automotive  Command 
(TACOM) ,  and  the  USA  Troop  Support  and  Aviation  Materiel  Readiness 
Command  (TSARCOM)  were  visited  to  determine  how  initial  estimates 
were  established  and  to  determine  the  types  of  problems  experienced 
in  estimating  the^  initial  prices.  The  USA  Communications-Electronics 
Command  (CECOM)  was  excluded  at  the  sponsor's  request. 

b.  The  readiness  commands  listed  above  and  the  following 
ccxnmands  were  contacted  for  historic  financial  data  on  closed 
Army  cases:  USA  Security  Assistance  Center  (USASAC-0) ,  New 
Cumberland  Army  Depot) ;  USA  Security  Assistance  Center  (USASAC-M) , 

HQ  DARCOM;  Security  Assistance  Accounting  Center  (SAAC) ,  Denver, 
Colorado;  and  the  Defense  Security  Assistance  Agency  (DSAA) ,  the 
Pentagon. 

7.  Findings  and  Conclusions.  The  FMS  prices  estimated  by  the 
Major  Subordinate  Commands  (MSCs)  can  and  are  being  improved.  There 
is  a  limit  to  the  improvements  that  can  be  made  to  the  estimating 
process  under  the  existing  regulatory  and  legal  constraints.  The 
following  improvements,  some  of  which  are  being  implemented  by 
individual  readiness  commands,  will  insure  better  estimates. 

a.  Automation  of  the  estimating  process  will  eliminate  most 
of  the  mathematical  errors  that  still  occur  and  will  standardize 
the  process  and  increase  the  objectivity  of  the  estimates.  Manage¬ 
ment  reports  from  the  systems  will  provide  visibility  of  cases  as 
they  are  developed  and  executed. 
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b.  Indexing  is  used  as  necessary  in  the  estimating  process. 
Historic  indices,  used  to  bring  an  old  price  up  to  date,  appear  to 
be  adequate.  However,  The  OSD  inflation  indices  that  the  MSCs  are 


mandated  to  use  for  price  projections  are  not  realistic.  More 
realistic  inflation  indices  should  be  developed  and  disseminated 
by  HQ  DARCOM. 

c.  The  Special  Defense  Acquisition  Fund  (SDAF)  will  increase 
the  responsiveness  and  Improve  price  estimates  on  some  of  the 
foreign  customer  high  demand  Itans. 

d.  Price  estimates  could  be  improved  if  potential  producers 
could  be  contacted  legally  for  firm  price  estimates.  The  Army 
Procurement  Pamphlet  (APP)  and  Defense  Acquisition  Regulation 
(DAR)  must  be  modified  to  accommodate  this  approach. 

e.  Quoting  a  fixed  price  to  those  customers  who  requested  to 
do  business  in  this  way  would  Insure  accurate  price  estimates  for 
these  cases. 

f.  The  management  reserve  concept  has  merit  in  those  cases 
where  the  initial  price  estimate  is  known  to  have  a  high  degree  of 
uncertainty.  The  advantages  of  this  concept  for  both  the  customer 
and  the  USG  outweigh  the  disadvantages. 

g.  The  analysis  of  recently  closed  cases  indicates  that 


in  a  majority  of  major  item  cases  (over  60%)  the  final  price  is 
between  90%  and  110%  of  the  estimated  price  and  that  in  over  85% 
of  the  cases  the  estimates  are  under  110%  of  the  final  price. 


8.  Recommendations . 


a.  The  Foreign  Military  Sales  process  should  be  automated  at 
all  MSCs. 

b.  DARCOM  seek  approval  to  use  inflation  indices  that  are 
more  realistic  than  the  currently  mandated  Office  of  the  Secretary 
of  Defense  Indices. 

c.  The  DAR  must  be  eunended  to  permit  MSCs  to  solicit  firm 
prices  frcxn  contractors. 

d.  Customers  should  be  given  the  option  of  a  fixed  price  on 
the  items  they  wish  to  purchase. 

e.  A  management  reserve  should  be  used  for  those  case  lines 
where  little  or  no  historic  pricing  Information  is  available. 

f.  USASAC-M  be  charged  with  preparing  a  quarterly  performance 
report  based  on  the  ratio  of  final  price  to  originally  quoted  price 
to  keep  abreast  of  MSC  and  total  Army  estimating  performance. 


MAIN  REPORT 


I .  Background . 

A.  The  United  States  Govertsnent  (USG)  sells  billions  of 
dollars  of  military  equipment  to  foreign  nations  each  year  under 
the  Foreign  Military  Sales  (FMS)  program.  A  preliminary  to  each 
potential  sale  is  the  process  of  establishing  the  availabilities 

and  prices  of  the  items  that  the  foreign  customer  desires  to  purchase. 
Because  there  is  no  firm  price  list  that  can  be  used  to  establish  the 
price,  the  customer  is  provided  an  estimate. 

B.  Primarily  because  of  Government  Accounting  Office  (GAO), 
Defense  Audit  Service  (DAS)  (now  DOD  IG) ,  and  Army  Audit  Agency  (AAA) 
reports  of  audit,  it  is  generally  felt  that  the  initial  cost  estimates 
are  too  low  and  of  questionable  accuracy. 

C.  If  the  price  estimates  for  i>otential  FMS  offerings  are 
too  low  at  the  time  of  case  initiation,  this  results  in  a  need  to 
renegotiate  the  sale,  customer  dissatisfaction,  a  potential  failure 
to  recoup  all  the  costs  Incurred  by  the  USG  in  accordance  with  the 
Arms  Export  Control  Act,  and  the  potential  for  adverse  foreign 
policy  impacts. 

II .  Objectives. 

A.  The  overall  objective  is  to  improve  the  current  initial 
price  estimating  methods  in  order  to  decrease  the  likelihood  of 
the  difference  between  the  initial  price  estimate  and  the  price  at 
case  close  out  from  exceeding  10%  of  the  initial  price  quote.  Sub- 
objectives  are  listed  below. 


1.  To  evaluate  methods  and  techniques  used  in  pricing 
major  Items  for  FMS  customers. 

2.  To  develop  improvements  to  the  existing  pricing 
methodology  such  that  the  offered  price  will  not  require  updating 
or  renegotiation  during  the  case  execution  time  frame. 

3.  To  consider  the  concept  of  a  management  reserve  to 
support  a  single  fixed-price  quote. 

4.  To  recommend  appropriate  pricing  procedures  in  accord¬ 
ance  with  the  goal  (law)  of  FMS  management  to  conduct  the  progreun 

at  no  cost  to  the  USG. 

5.  To  develop  a  procedure  to  maintain  visibility  and 
awareness  of  price  effects  and  price  changes  as  the  FMS  case  moves 
through  its  lead  time. 

B.  During  the  course  of  the  study  it  was  found  that,  though 
price  estimates  were  believed  to  be  low  and  imprecise,  no  work  had 
been  done  by  any  of  the  organizations  involved  in  FMS  to  determine 
the  extent  of  the  problem  and  if  in  fact  there  was  a  problem. 

Snow  and  Izzi  of  this  office  (LSO)  had  done  a  brief  analysis  of 
costs  in  1975  (Ref  1) .  The  scope  of  the  current  study  was  conse¬ 
quently  broadened  to  Include  an  investigation  of  historic  FMS  case 
data  to  determine  the  magnitude  of  the  disparity  between  the 
initially  quoted  price  for  major  items  on  DD  Form  1513  and  the 
price  that  was  finally  paid  by  the  customer  after  the  items  were 
delivered.  An  in-depth  discussion  may  be  found  in  a  later  section 


Ill 


Limits  and  Scope. 

A.  This  study  is  unclassified. 

B.  Only  major  items  are  of  interest  in  this  study  though 

statistics  on  cases  and  case  lines  for  other  than  major  items  are 

provided.  This  study  pertains  to  Army  materiel  managed  by  DARCOM 

with  the  following  Commodity  Management  Codes  (CMC): 

B  other  support  equipment,  ground  forces  support 
materiel 

C  medical  -  dental  materiel 
H  aircraft  -  air  materiel 

K  tactical  and  support  vehicles  -  combat  and 
autoiiK>tive  materiel 

L  missiles  -  missile  materiel 

M  ammunition,  weapons  and  tracked  combat  vehicle’s 
weapons,  special  weapons,  chemical  and  fire 
control  materiel 

Cryptologic  materiel  (CMC  P)  and  COMSEC  materiel  (CMC  U)  were  not 
considered.  Pricing  evaluations  include  sales  of  non-excess  major 
items  whether  delivered  frcm  storage,  from  procurements  initiated 
to  maintain  "in  kind"  inventory  levels,  from  procurements  specifi¬ 
cally  for  FMS,  or  frcm  Inventories  to  be  replaced  with  improved 
items.  The  selling  price  of  surplus  major  items  was  not  evaluated 
nor  was  the  adequacy  of  asset  use,  accessorial,  or  administrative 
"add-on"  charges. 

IV.  Assumptions.  No  assumptions  were  made. 

V.  Methodology . 

A.  The  US  Army  Armament  Materiel  Readiness  Command  (ARRCOM) 
the  USA  Missile  Command  (MICOM) ,  the  USA  Tank- Automotive  Command 


(TACOM) ,  and  the  USA  Troop  Support  and  Aviation  Materiel  Readiness 
Conunand  (TSARCOM)  were  visited  to  determine  how  Initial  estimates 


were  established  and  to  determine  the  types  of  problems  experienced 
in  estimating  the  initial  prices.  Though  the  USA  Communlcations- 
Electronics  Command  (CECOM)  was  excluded  from  in-depth  research  at 
the  sponsor's  request,  where  data  or  information  was  available  in 
conjunction  with  the  other  MSCs,  it  was  included  in  this  report. 

B.  The  above  readiness  commands  and  the  USA  Security  Assis¬ 
tance  Center  (USASAC-0) ,  Mew  Cumberland  Army  Depot;  USA  Security 
Assistance  Center  (USASAC-M) ,  HQ  DARCOM;  Security  Assistance  Account¬ 
ing  Center  (SAAC),  Denver,  Colorado;  and  the  Defense  Security 
Assistance  Agency  (DSAA) ,  the  Pentagon,  were  contacted  for  historic 
financial  data  on  closed  Army  cases. 

VI .  Analysis  and  Discussion. 

A.  Background; 

1 .  Security  Assistance  and  Foreign  Military  Sales;  When 
the  United  States  Government  provides  military  related  goods  and 
services  to  foreign  countries,  this  is  called  Security  Assistance 
(SA) .  The  Defense  Institute  of  Security  Assistance  Management 
(DISAM)  (Ref  2)  admits  to  the  existence  of  a  "definitional  dilemma" 
in  defining  SA.  Definitions  exist  but  there  appears  to  be  no  one 
accepted  definition  used  consistently  by  all.  The  definition  used 
in  this  report  comes  from  the  Joint  Chiefs  of  Staff  (JCS)  publication. 
Department  of  Defense  Dictionary  of  Military  and  Associated  Terms 
(JCS  Pub.  1).  Security  Assistance  is  a; 


Group  of  progreuns  authorized  by  the  Foreign  Assistance 
Act  of  1961*  as  amended,  and  the  Arms  Export  Control  Act 
of  1976,  as  amended,  or  other  related  statutes  by  which 
the  United  States  provides  defense  articles,  military 
training,  and  other  defense  related  services,  by  grant, 
credit  or  cash  sales,  in  furtherance  of  national  policies 
and  objectives." 

More  specifically  though,  as  will  be  outlined  below,  this  report 

deals  with  the  sale  of  military  goods  and  services  which  is  a 

subset  of  SA  generally  referred  to  as  Foreign  Military  Sales. 

DISAM  (Ref  2)  defines  Foreign  Military  Sales  as: 

"That  portion  of  United  States  security  assistance 
authorized  by  the  Foreign  Assistance  Act  of  1961,  as 
amended,  and  the  Arms  Export  Control  Act,  as  cunended. 

This  assistance  differs  from  the  Military  Assistance 
Program  and  the  International  Military  Education  and 
Training  Program  in  that  the  recipient  provides  re¬ 
imbursement  for  defense  articles  and  services  trans¬ 
ferred  (JCS  Pub  1).  Includes  cash  sales  from  stocks 
(inventories,  services,  training)  by  the  DOD;  DOD 
guarantees  covering  financing  by  private  or  Federal 
Financing  Bank  sources  of  credit  sales  of  defense 
articles  and  defense  services." 

FMS  as  a  program  of  SA  is  an  extension  of  the  United  States  foreign 
policy  objectives.  If  the  United  States  Government  is  unable  to 
meet  commitments  made  by  the  Department  of  the  Army  (DA)  to  deliver 
materiel,  or  services  at  specified  prices  and  times,  this  can  reflect 
adversely  on  the  image  of  the  United  States  abroad  and  may  cause 


severe  policy  impacts.  Currently,  the  United  States  Government  pro¬ 
vides  security  assistance  to  over  75  sovereign  nations  though 
approximately  100  countries  have  been  determined  by  the  President 
to  be  eligible  to  participate  in  FMS. 


2.  Historic  PMS; 


a.  Historically,  the  US  was  a  recipient  of  Security 
Assistance  (SA)  during  the  American  revolution  when  France  fur¬ 
nished  troops,  ships,  advisors,  and  money. 

b.  During  the  First  and  Second  World  Wars,  USG  aid  to 
the  allies  was  substantial.  The  Truman  Doctrine  (National  Security 
Act  of  1947)  is  generally  accepted  as  the  United  States  initial 
ccmmitment  to  the  principle  of  collective  security  and  is  recog¬ 
nized  as  the  genesis  of  later  and  existing  foreign  assistance 
progreuns.  SA  is  administered  in  support  of  foreign  policy  national 
security  obiectives  of  the  United  States. 

3.  The  FMS  Environment: 

a.  The  environment  in  which  FMS  transactions  take  place 
is  characterized  by  the  following:  continuing  inflation  which  must 
be  taken  into  account  when  price  projections  are  made;  congressional 
interest,  best  exemplified  by  the  nvonerous  audits  performed  to 
insure  that  all  costs  incurred  by  the  United  States  Government  (USG) 
in  an  FMS  transaction  are  recovered;  increasing  sophistication  in 
the  weapons  systems  being  developed;  continued  growth  of  the  FMS 
program. 

b.  FMS  is  a  tool  of  the  nation’s  foreign  policy  and  when 
carried  out  conscientiously  can  reap  great  benefits  in  the  inter¬ 
national  arena.  It  has  a  very  positive  economic  effect  on  employment 
and  the  national  technology  base  yet  it  is  often  used  as  a  political 
football  by  congress.  In  spite  of  the  benefits,  nationally  there 

is  a  moral  uneasiness  that  we  are  becoming  the  arsenal  on  the 


world 


a.  The  DSAA  Military  Assistance  and  Sales  Manual  (MASM) 


(Ref  3)  defines  Military  Export  Sales,  also  a  subset  of  SA,  as: 

"All  sales  of  defense  articles  and  defense  services  made 
frcRi  US  sources  to  foreign  governments,  foreign  private 
firms  and  international  organizations,  whether  by  DOD  or 
by  US  industry  directly  to  a  foreign  buyer.  Such  sales 
fall  into  two  major  categories.  Foreign  Military  Sales 
and  Commercial  Sales." 

Commercial  sales  are  State  Department  sanctioned  sales  of  items  di¬ 
rectly  by  the  producer  to  the  foreign  customer.  In  Foreign  Military 
Sales,  the  DA  acts  as  the  customer's  agent.  Only  Foreign  Military 
Sales  are  explored  in  this  report. 

b.  In  an  FMS  transaction,  the  description  of  the  goods 
or  services  and  the  paperwork  and  the  administrative  actions  ne¬ 
cessary  to  process  the  sale  are  called  a  case.  Generally,  cases 
involving  Army  equipment  are  developed,  written,  and  implemented 
by  elements  of  the  US  Army  Materiel  Development  and  Readiness 
Command  (DARCOM) .  The  implementation  and  execution  of  DARCOM's 
FMS  responsibilities  are  coordinated  by  the  US  Army  Security  Assis¬ 
tance  Center  (USASAC) . 

c.  USASAC  Receives  requirements  for  sales  cases  in  two 
ways:  through  diplomatic  channels  or  through  direct  contact  autho¬ 
rized  between  USASAC  and  the  customer  country.  When  USASAC  receives 
the  customer's  request  for  materiel,  the  case  is  assigned  to  one 

of  the  Major  Subordinate  Commands  (MSC)  within  DARCOM.  The  MSC 
then  prepares  a  Letter  of  Offer  and  Acceptance,  Department  of 
Defense  Form  1513.  The  price  estimate  that  is  entered  on  the  DP 
Form  1513  is  the  subject  of  this  report. 


5.  DP  Form  1513;  Department  of  Defense  Form  1513 


United  States  Department  of  Defense  Offer  and  Acceptance,  is  a  dual 
purpose  document  which  serves  as  an  offer,  by  the  United  States 
government  to  sell  and,  when  signed  by  an  FMS  customer,  it  is  an 
acceptance  of  the  offer.  The  Letter  of  Offer  (and  Acceptance), 
abbreviated  LOA,  contains  information  of  concern  to  the  potential 
purchaser  and  includes  the  expiration  date  of  the  offer,  data  as 
to  the  availability  and  condition  of  the  items  offered,  estimated 
total  costs,  terms  of  payment,  and  any  appropriate  special  instruc¬ 
tions.  (FM  38-8,  Chapter  19)  (Ref  4).  See  Figure  1  for  an  example 
of  DD  Form  1513. 

6.  Development  phase.  Execution  phase;  The  processing 
of  a  case  can  be  broken  down  into  a  development  phase  followed  by 
an  execution  phase.  The  Letter  of  Offer  is  prepared  during  the 
development  phase  and  the  execution  phase  begins  after  the  customer 
accepts  and  signs  the  offer  and  lasts  until  all  materiel  has  been 
delivered,  monies  paid,  and  the  case  has  been  closed  out. 

7.  Time  Factors;  The  preparation  of  a  case  is  done  at  a 
DARCOM  Major  Subordinate  Command  (MSC) .  When  a  customer  has  identi¬ 
fied  his  requirement  and  wants  a  price  commitment  from  the  USG,  the 
request  is  forwarded  from  the  customer's  representative  to  DA  for 
processing  through  USASAC.  DA  is  allocated  60  days  to  respond  to  the 
request.  The  MSC  normally  has  53  days  to  prepare  the  LOA  and 
return  it  to  the  US  Army  Security  Assistance  Center  (USASAC)  where 

it  is  reviewed.  The  LOA  may  go  to  higher  headquarters  or  it  may  go 
directly  to  the  customer  from  USASAC.  After  receipt  of  the  LOA, 
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the  customer  has  120  days  to  accept  it.  Once  signed  (accepted) , 
the  LOA  becomes  a  contract  between  the  customer  and  the  United  States 
Government.  Most  sales  cases  for  major  items  take  from  2  to  3 
years  to  complete,  the  development  phase  usually  requiring  7  months 
of  that  time.  See  Figure  2  for  the  process  flow. 

8.  Conditions  of  Sale;  The  general  conditions  covering 
the  sale  are  in  Annex  A  of  DD  Form  1513,  see  Figure  3.  One  very 
important  clause  is  that  which  stipulates: 

"B.  The  purchaser: 

1.  Shall  pay  to  the  USG  the  total  cost  to  the  USG 
of  the  items,  even  if  the  final  total  cost  exceeds 
the  amounts  estimated  in  this  offer  and 
acceptance. " 

When  the  customer  signs  the  LOA,  he  agrees  to  pay  whatever  the 
final  cost  of  the  case  will  be.  The  price  estimate  on  the  LOA, 
therefore,  must  be  the  moat  accurate  obtainable  at  the  time.  The 
customer  country  has  to  budget,  appropriate,  and  obligate  funds 
for  the  purchase  and  if  the  final  price  is  considerably  greater  than 
the  estimate,  this  can  create  problems  in  that  the  customer  may  not 
have  the  funds  immediately  available  to  pay  the  increase.  The  USG 
can  be  embarassed  by  having  to  ask  for  more  money  and  additional 
manpower  and  time  will  be  expended  to  collect  the  additional  costs. 

9.  Changes  to  the  LOA:  Because  of  price  or  quantity 
changes,  the  LOA  often  needs  to  be  changed.  This  can  be  done  in 
three  ways:  by  preparing  a  new  LOA,  by  preparing  an  amendment 

to  the  LOA  (DD  Form  1513-1,  Amendment  to  Offer  and  Acceptance)  or 
by  modifying  the  LOA  (DD  Form  1513-2,  Notice  of  Modification  of 
Offer  and  Acceptance) .  When  possible,  the  preparation  of  a  new  LOA 
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A.  THt  OOVIUNMINT  09  THC  UNITIP  tTATIt: 

I  AcMM  t«  rwnMH  •Mh  Kmm  froM  Mi  Dcpartnitm  •!  (tiMMwft*  r«l«R«4  to  ••  *•000’*)  Mocki  Mi  rttOMtot.  of  to  ptococt 

llMHi  Miior  tofim  ond  cooiitioM  cofuMtot  wMh  DOO  votoNlNoi  lod  ptoctiotoi.  WMm  proconof  for  iht  PwcMoiv.  IMo  POP  iMoH.  to  itotfol 
tmpley  tot  lomt  controci  cIommi.  tin  mim  eontroct  oioiiMMrotloo.  ooi  iMt  mm*  ouptrttoo  proctiottt  m  «o«iM  b*  utti  to  procvrioi  for  ttttir. 
ticopt  M  otMofwtoc  rtivntoi  by  tb*  PwchoMt  lod  ••  optti  to  by  tM  DOO.  UolMi  ibt  pvr^ioMr  hot  CMonti  tiMt  •  lolt  toorct  <ofitrocior  bo 
aoi«Miod.  loi  ibii  Lttiof  of  onm  ooi  Accoptooco  rcnocu  ocoopiooco  of  MCb  dotlgMitoo  by  IM  DOD.  ibt  fovctiMor  unicntinii  tboi  loltetton 
ol  tbo  tootroctor  louict  to  fill  tNi  rooolrtoioiit  to  loltly  tht  lOipMiibMMy  of  tbt  fluowiot  of  lit  UoMoi  Aioiw  tbiioi— flit  tofomd  to  oo  **uio*‘>. 
PbMlMt.  tlM  PWolMtr  ««oof  tfeol  tiM  UMioi  IioiM  OoO  If  ooMr  mmomNMo  foo  oMoNoilOi  ibo  lofMo  Mi  toaiMoao  of  oil  oooMOto  MooMry  to 
NHOI  tbo  ioMommU  ta  tko  LoMit  ol  OtNf. 

2.  Aiouoi  tbol  whM  tbo  DOO  promrot  fat  Motif,  Mi  eootrocti  iocHiii  ownnty  ctooitt  ool>  on  m  oacoptloiiol  book.  Howovor.  tbo 
use  iboM.  wMb  ctipoct  to  tttfiii  bolo|  ptototod.  Mi  opoa  tioioly  ootteo,  otiooipi  to  tbo  oattoi  poiaibit  to  obtoMi  ooy  poftteolor  or  ipoclil  coo* 

Noct  proniMioi  Mi  worrootlot  iooaroi  by  tbo  PutebMor.  Tbo  USC  fwtbor  o#om  to  osotcoo.  v#oo  ibo  Piircbooor*i  ropotti.  ao>  yipbii  (MicliiiMif 
tbooo  otliiot  ooitt  any  wttcoocitili  tbo  USG  looy  boiA  ooiot  My  coottoct  ooooatioi  ortib  tbo  ptoemo—ot  of  My  ttotbi.  Any  oiiiifaiiol  coot 
loooltHip  from  obioHimi  ipoctol  contract  prootiiooi  or  oarroottoi,  ot  tbo  oaoociao  of  itpbii  ooiot  locb  ptootMiMii  or  wattoottea.  or  any  otbor  rtfbti 
that  tbo  USG  mi>  vnior  any  contract  connoctoi  wttb  tbt  ptocnromtnt  of  Motna.  tboH  bo  ebafoi  to  tbo  Puteboaot 

Sboll.  iMiloa  tbo  conitifan  m  otbomyto  tpocifkti  bototn  (04.,  **Aa  ia**).  ropoM  ot  roplact  at  no  oatta  coal  ioftnat  artklaa  mppltai  from 
nOD  tt(uki  nbtcb  wa  ioaafti  ot  fooni  to  bo  iofociioo  m  roapoct  of  motartal  ot  nwibaaoMip.  wbM  n  M  tatablMbai  that  tboao  ioncionciai  estatoi 
raM*r  to  pauafo  of  imIo.  or  fonni  to  bo  iofoctioo  to  ioMpn  to  meb  a  ioitao  tbol  tbo  Monia  cmooi  bo  uaoi  at  aN  for  tbo  porpoao  for  wbkb  tboy 
Mora  dot«|noi.  QbaNfiod  raproaontattm  of  tbo  USC  and  of  tbo  Pnrcboitr.  npon  notiflcaiinn  ponnoni  to  poroptapb  ■  b  below,  tbol  aproo  on  tbo 
habtbty  of  tbo  USC  batanndtr  ani  ibo  cottoettao  iiopi  to  bo  tobon 

H  wnb  mpori  to  Monn  boMip  paoenrod  for  tala  to  tba  Pnrcboaat.  tbo  USC  aptoai  to  aaoactao  waatMtiai  on  babolf  of  tba  Poteboaot  pnr* 
toont  to  Al.  abooa  to  ataoto.  to  tbo  aatoni  pro  itiai  by  tbo  wotronty.  raplacanianl  oa  caatactfan  of  ineb  Mon»  fooni  t#  bo  iofoctNo. 

0.  In  aiittton,  tbo  USC  otorranti  tba  tMlo  of  aS  itatni  aobi  to  tbo  9mtbmm  baiiMiai.  Tbo  USC,  bowaaot.  nnboa  no  oattantlai  otbor 
tbM  tboao  ipociflcally  tot  fortb  bototn.  In  paatknlat  tba  uic  ibrlalnti  mv  ttoWIMy  raanMnp  front  poiMt  mMnptnant  ataoalenai  by  tbo  too  or 
niMnfactoro  by  or  fat  Poteboaot  ooiatdo  tba  Unttod  Siaioi  of  Manta  loppMoi  baroMiat 

0.  Aprooa  to  dotkot  and  poii  tnk  to  tba  Manta  to  tbo  rmcbaati  at  tbo  Mtkkt  ponM  of  iMpmont  onkai  otbofwko  ipoctfkd  in  tbia  Offer 
ani  Accapianco  WMb  roapoct  to  dofonoa  artklai  procotod  for  tok  to  tbo  Pmebaoat.  tbIa  MM  noantoMy  ba  at  tbo  mMyfactwora*  Mtaiinp  farilitki: 

Mib  roapoct  to  dafanao  articki  fwrnMtad  boni  uocki.  ibk  MM  norntoMy  bo  at  tbo  ti.S  depot  Atticka  wii  bo  poched,  crated  or  otbotMaa  ptoporod 
fat  ibtpmont  pnnr  in  tbo  timo  tMla  pomoi  If  "Pn»or  nf  Ootr«ot«“  n  tpoct/rod  mborwiH  tban  tba  tnnol  poMt  of  tbtpntant.  rbr  copplyiag  MIMtari 
Oopaftmont  ot  Oafonao  Aponoy  MU  ttOMpa  ntowonmnt  ol  tbo  homo  to  tbo  antbotkod  doMrot?  point  aa  roMnbofbk  aattneo  bot  otM  poaa  mk  at 
tbo  MtMlal  poMu  of  btipntont.  tbo  USG  fattlonta  mo  MabtMty  tot  daoMpa  no  laao  to  foe  ttoma  Mtonwod  allot  powapa  ot  ttUo  ttaoMooUM  ol  obotbor 
UMfaaatotfan  k  by  comoMn  ooatioa  oa  by  tbo  U  S.  Oafonao  TiMMortattM  SyoaoM. 

t  Aianat  ibar  0  Unkit  orborwaa  tpocifrad.  USC  naadard  Monia  wib  bo  farnbbad  w-Mboiit  ropard  to  mnbo  oa  modal 

b  Tbo  pneo  of  Mania  to  ba  proenrod  Mali  ba  at  tbatt  total  coat  to  tbo  USC  Unkat  otbatwria  ipoctfkd.  tba  coat  auMbbtaa  of  Mami  10  bo 

ptoenttd.  amdobtUtv  datorniinatmn,  paymaoi  Mbadvk.  and  doboar*  ptokciioni  Moofod  are  atiimaiat  baaad  on  catconi  a«oilabk  data  Tbo  USC  MU 
nao  Mt  boat  offoata  to  od«Mf  ibt  Pmebotot  or  Mt  antborkod  ropraaantotioat  by  DD  Foam  t5t>*2 

O I  of  ant  tdooKfiobk  coat  mctaoaa  iboi  mubi  ratnb  in  an  tneraaao  m  tba  **Eaiimaiad  Total  Cotta**  in  aacaaa  of  IM  ptreant. 

Ill  of  anv  ebanptaio  tba  poymaiN  acbadnkftl-  aod 

f  Jl  of  any  dakva  wfacb  migbt  tignifkantly  afftet  tbo  oitimatod  dobyoav  daioa: 
bnt  Ml  radora  to  to  ad««t  uf  tba  aoova  tbaM  not  affact  tbt  ftncbaaaab  obMpatfan  iindta  patawapbt  §  1  aod  1  J  baton 

c  Tba  USC  ndl,  huwovar,  uw  Ml  bait  afforit  to  dalt«tt  Mami  oa  randf*  Mmeta  tor  tbo  imonnt  end  at  tbo  timoa  qirottd. 

4  Under  onniiml  and  compotbnp  arcomatancoa  wbM  tba  nationni  nHoreat  of  ibo  United  Siaioi  10  ranmaoa.  tbo  USG  roioratt  tbo  ripbi  to 

cancel  or  tinpood  oH  or  peat  of  tbia  Offar  aod  Accoptanco  at  My  lioia  prioa  to  tbo  doNvaty  of  dafama  artkka  oa  patfoimMca  of  aarvicat  (mclndMfa 
NMoioi).  Ttia  USC  tball  ba  raaponaibk  for  aN  ttrmioatron  cook  of  Ma  aoppMan  roaoHint  from  cancaHaiiona  oa  laaptnilopi  uodar  ibn  pmapapb. 

T  SboH  rafond  to  tbo  Porebawr  any  paymbnti  rocokod  bmiMitt  «HMcb  proot  to  bo  m  oicoia  of  tbo  finol  tocol  cow  of  doUyory  and 

paaformanra  of  tbk  Offer  and  Accoptanco.  and  art  not  roputrod  to  cover  omarapai  on  otbor  open  Offon  and  Acctpiancoi  of  ibo  Pnrebatot. 

t  Advfaoa  tbar  pomonnol  parformiof  dofoma  laryicM  prokdad  ondor  tbM  Offar  anJ  Acctptonco  MM  not  parfarm  ao»  dotka  of  a  com* 

botoot  notwro.  inclwdiof  anv  dotkt  roktiop  to  trammp.  adtoamt.  ot  otbarw-tat  pmkdMti  aaakiMca  ropardint  enmbot  aciivliki,  ooiaidt  tbo  UnMod 
Siatoi  in  connection  Mib  tbo  porfoamonco  of  iboto  dafaoaa  tarvicti. 

0.  Adwiai  tbot  in  tbt  OMtpomtnt  ot  amploymani  of  Uoiiod  Siatai  pononnol  for  tba  parfotmaoct  of  tbk  Offar  and  Amptanco.  ibt  USG 
MU  nor  faliff  mto  acrownt  raca.  ralipmn,  notional  ormin  oa  taa. 

10.  Advnai  that.  noiMtbwandtnp  Purcboitr’ft  opreotnatM  to  pay  mtaraw  on  any  nti  amount  by  wbkb  Porebaaar  mo>  bo  tn  arrtoraon  pay* 
maoti  (at  provtdod  for  in  paraprapb  t.l4<  botowi,  USG  fundi  wdl  nor  bo  uaod  tor  dnbumomonit  be  DOO  to  Mi  controatori  Mi  tbt  o«ont  of  My 
tucb  aaraan  m  paymonti.  AccoNInply.  foMwrt  by  tbo  Puretkwr  to  mabo  ttnwiy  paymonia  ip  tbo  amooPta  dirt  may  rtaoM  Mi  dofaya  M»  cnnifbcf  pot* 
formanca  by  OOD  controctori.  ckriiii  by  contractor!  for  inertawd  com  (inciodinp  tbt  abo*a  maniionad  iniaant  coats),  cktmi  by  contractora  tor 
ttrnMnation  bobtliiy  for  broocb  of  contract  or  tarminatron  of  conttocti  by  tbo  USC  oniar  ibii  or  otbar  opto  Offon  end  Accoptoncoa  of  ibo  PvcbPM 
at  Purcbooor'i  oapomo. 

■.  TNf  PUNCNAStN! 

I  SboM  por  to  Ibo  USG  fbo  total  coir  10  tfio  USG  of  rba  Monta,  oven  if  rbo  Cnal  rorti  cotr  rocaodi  tbt  omomiia  oafinmeoi  Mt  tbk  Offar 
and  Accoptanco. 


1.  SboH  mobo  paymontfa)  for  tbt  Itoma  by  cbtchfai  or  by  wtrt  tronifer  poyabk  m  UnMod  Siam  ioMmi  to  tbo  Trtaatpor  of  tbo  Unliod 
Siatoo.  9 

Ja.  SNa.  If  ‘^ornta**  ipoctfy  **caab  wttb  accoptanco**,  formard  Mtb  tbk  Offer  and  Accoptanct  a  ebeefe  oa  wku  ttonafar  in  tba  fuH  pmounl 
•bomn  at  tbo  owintatod  total  coal,  and  arm  mabt  lucb  additional  paynwntfa)  ti  may  be  tpocifkd  upon  notifkaiion  of  cow  Mmomofa)  Md 
rappiaffa)  for  fundi  to  coutr  lucb  inaoam 


b.  Arooi  if  '^Tornk'’  ipocifki  payimnt  to  bo  *’cMb  prior  to  doNvory**  to  poy  to  the  USG  lucb  omoonia  at  lucb  limn  oa  may  bo  ipoclfloi 
Irom  ftmr  to  (tmo  by  tbo  USG  (includlnp  any  initial  dopoiif  lal  fortb  under  ''Torma")  in  order  10  moot  payment  ropufromonta  for  artkka  or  tondpia 
to  bo  finniibtd  from  tbo  roaowcotof  ilio  US  Ooportmoni  of  Oofonao.  USG  roputwa  for  fundi  may  bo  bawd  on  aattmatod  ropuMomonta  to  com  foto» 
■aifd  doUvorki  of  artkka  nr  com  to  r««N<  iofonao  aorvkoa  It  ta  USG  polky  to  obtain  funia  *0  days  in  admict  of  tbo  lima  DOO  ptona  locb 
dakvarka  or  incurs  locb  oiponm  on  bobalf  of  tbo  Purcbaior. 


.  <•  Ar*«t.  if  ’^ornii*’  ipocifr  parmtnt  by  “dopondobk  undertabinp’*  to  poy  to  tbo  USC  tucb  intounts  of  web  tioin  as  moy  bo  apactilai 

Itom  lima  to  timt  by  Iba  USC  ftodudinp  aoy  inMkI  dopoatt  an  fortb  unitr  **TtrfM*^  Mt  order  to  moot  poymonci  rtpuktd  by  cpntrocti  onMir  wbkb 
Mama  are  boMip  procorod,  and  My  damar*  coata  tbat  may  accrua.  or  bovooaoiuofa  from  itrmMtoiton  of  cootrocta  by  Ibt  USC  boaiuaa  of 
n«chiM*i  conctikiioo  of  tbk  Offar  and  Accoptanct  under  pmofrapb  AT.  boioof.  UiC  ropuoata  far  funda  may  bo  baaad  upon  oatimatfi  ropafao* 
manta  tor  admico  and  pro|iaai  paymonti  to  luppikia,  ntimottd  lomiMtotion  bebUNy,  doNmy  fertcaati  or  tofitnet  of  eonakoetko  daMvory.  at  tbt 
tarn  any  bo.  N  k  USC  poHey  to  oktoMi  web  funda  fO  days  in  admnro  of  tbt  lima  USC  mohn  poyntMia  on  btbolf  of  tbo  Pmebaaat, 

d.  Arm.  if  “Torok**  apocify  **paymont  on  dalkory'*  tbat  bMk  moy  bo  dated  01  of  tbo  ioiofi)  of  iaikary  of  tbt  dofanaa  ankka  or  taniar 
Mt  n#  tbt  dofonat  aotvkfi,  or  upon  fortcaafi  of  tbo  doiofa)  tboroof 


t»  ,  Aprtaa.  if  **TmiNa**  iponfy  poymont  wndor  a  Oodk  Afratmani  botwaon  tba  Pmrbaaar  and  OOD.  to  poy  10  tbo  USC  on  a  '*dap8ndobla 
tmianabint**  boak,  in  accotianoo  wdtb  S.J.C4  above,  locb  coats  as  moy  bo  to  oacoaa  of  tbo  imount  funded  by  tbo  CrtdH  Asrtomont. 


_ f*  Arm,  tbat  ropMN*  ^  funds  or  bMNitti  undor  parasrapba  Al.a.  tbyoupb  *.  above  are  dot  ani  poyabk  in  full  on  ptomntation.  ot.  if  0 

payawnt  iato  k  aptciflai  In  tba  rapwai  tor  fundi  or  bW,  on  tbo  paymont  date  lo  ipoctflod.  oven  if  tucb  payment  date  k  not  Mi  accord  with  tbo  • 
mimroi  poymotif  seboduk.  If  My.  concaMmd  In  tbk  Offer  and  Acoapfanco.  WMboot  arfonint  Purrboaor'i  oWlrtinn  to  make  tucb  paymontfa)  Mmn 
9^*  dneumantatton  concarntof  admnet  and  ror*m  paymank,  oaiimatoi  irrmination  Habtbty  or  tvtitnet  of  tonarruetkt  ioSmy  or  iblpmtnt  in 
HMSm  of  ropnmi  tor  funii  or  bik  wHI  bt  moit  ivaflobk  to  tbt  Purcitoaar  by  DOD  upon  rapuaat  wbon  apprpprkit.  Pweboarr  wW  rapuoat  ailtna* 
•*  •■T  puaaiMiMi  biloi  Mama  by  iifaaapoont  tubmkoton  of  rapunoi  ikcroponcy  itpom  in  accorianct  orlib  pararapb  Ad.  below. 


on  any  not  amount  by  wbkb  H  k  bi  atroata  on  pnymtnti.  datarnunoi  by  conatiarfai  colkctkuly  aS  of  tbo 
Mtb  tbt  DOO.  Intffaat  abiM  bo  cokulptoi  on  0  daily  naan  Tbt  rlncipol  amount  of  tba  arraoratt  alaS  bo 


^  S  Arm  to  pay 

Skrcbaaar*i  opto  Offart  and  . . . . . . . . . 

oaram  of  cumukikt  UoMckl  loptMromfbta  of  tbo  ^^eaat  am  loiol  cumuktiva  poymopia  aSm  puartarly  bii^ 
iac^Tba  rm  of  Mataai  paid  iball  bo  a  rate  not  km  tbw  a  rate  iottrmMiai  by  tbo  Savtiary  of  the  Trommy  lobing  Into  conaMon 

aoarosa  marbat  ykM  on  otMicanF*—  - - -  -  r  rw 

anrnpmoi  from  tbo  date  of  not  1 


I  fboriMorm  obNrtiuni  of  tbo  USC  o«  of  tba  kat  day  of  tbo  mimib  puriilm  tbo  not  arraarabo  oni  abaS  ba 
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H.  Sk»l  (h*  rtocwtat  AttAcr  smI  vMfMMMMilt  ^liit  Oi1\n  tmi  tMiMi  Ibmtnf  in  wMck  III*  ItSCi  tlwN  xliinii  tm 

Nail  tmi  Mb  mMst  <M*  Offtt  tM  AcctfMnc*. 


4.  atMl  fufiNM  iMlmcttoM  for  Ihc  tl«M  «»Mli  H«  •€*«#<••**  ml  iMi  OffM  m4  AiCiptMW.  S«cli  lAM  IndM*  <tl 

CgrTT/mniiT  C«««»  <»)  P»*ltM  CM«,  tM  (c)  IM  Mwk  tor  CM*.  ••  MpiluMi. 

5.  9i*ll  k*  f  ip**ii>l*  for  Oklitoliip  tk*  ap^nprl*!*  imwnct  «a«*f*p*  *M  cMmm  rtmipr**.  *M.  *ii**fi  fat  *«part*4  kf  to* 
IISO.  *»pt*prtol*  **90*1  lk*n*i*. 

*.  Sk*M  *cc*pi  INI*  to  Ik*  4*f*fi**  *rlic«**  M  ik*  imtmt  poMi  of  iMpoiMii  (a**  A.4.  *40**).  k*tck*>*r  akoH  k*  rotpootM*  far  - - iriH 

ocoPiMilMit  *M  •MUMotiM  of  cIMom  a^kiii  cooifiioo  cattion.  THI*  to  4*f«oaa  articloa  it***pom4  ky  p*rc*t  poM  tk*H  p*a*  to  Ik*  ^rrha—  on  4*a* 
of  P*fc*i  poM  akipwaiH.  ai*Mw4  F«ni  M4  akoN  ko  oaak  to  aokokittot  ctoiia  to  tk*  UtC  for  ovorap*.  ikwilap*.  towapa.  Puplkat*  kilttot.  Mmo 
Pabctaocy.  kwptopw  tfoniifkattoo  or  toipropor  docoi»Mit*itoii  *M  ak*M  k*  lokiMiaP  ky  Fwrltoaai  proiptli.  Ctotoia  of  SIMM  or  las  Ml  ool  k* 
f*poto«d  tor  omapoa.  ikartap**.  or  daoMpa*.  Ctoima  rtcoivad  ofis  oo*  roar  frooi  4*1*  of  ptaaopt  of  iM*  or  MNtop.  wkickaaor  la  totor.  wM  k*  dto 
dkioM  kf  ckt  use,  wolf  tfcr  USG  rfrtrnotora  <kaf  vootoal  tod  fiprliiip  rkrfMraaaa*  loaMtop  totaoi  datocta  ioaliry  ia*aidiriila*  of  ik*  ttolM 

7.  Iday  c*oc*l  tklB  Offor  aM  Accapraoc*  wilk  mpaci  to  ooy  or  all  of  ik*  Maos  ttalad  to  iMa  Offar  aM  Acrapiao**  at  aoy  itow  prtar  to 
Ik*  dakwry  of  daHaaaa  aritotoa  or  parforsaoc*  of  «•*«««**  <locl«dtot  tratoMia>>  M  tkak  ka  roapootokto  for  all  aoaia  raaolitop  koM  caaaillattoa  oodar 
ikb  parad4Pk. 

P.  Skall,  raoapi  a*  may  ofkarwiaB  kt  imMoaHy  aptaad  to  onttof.  a**  Ik*  liaoia  aoM  *^fiand^  ooly: 

a.  Few  tka  porpoaaa  ipactfiad  to  ik*  Motopl  Oafaoar  Aadalaoca  Apfirwaal.  If  aoy.  katoaao  ikt  USC  aM  ik*  Psdtoaar: 

k.  For  Ikt  parpoff*  aprcifird  to  aoy  Mlal«f*l  or  ftdooal  drfroar  iraaly  ro  wtork  ik*  use  aM  MW  Piri  fiai  aro  kofk  panWa.  If  aokparto 
vapk  a.  of  iMa  paaa^pk  ia  ioappUcakli;  or 

r  For  kworoal  aacarUy,  toditodoal  wlftoafroaa.  aM/or  crtoc  aettoo.  if  lakporapapki  a,  aM  k.  of  tkb  par^rapk  ar*  Mappkaakto. 

f.  SkaN  OM  iraiwtor  iMI*  to.  or  poaaawtoo  of.  ik*  dafaaaa  arttcia*.  aoiopooaoto  aM  atooclatM  aoppoN  osaartol.  ratoiad  ftolakto  or  oikar 
datooaa  laratoaa  (toaiadiop  aoy  ptoot,  iparificaitow  or  tofaroiailaal  farookad  oodar  tkia  Offar  *M  Attapiaot*  to  aoyooa  oot  ao  olliaar.  -nTr^rrr 
or  apaot  of  tk*  Ftorkaaai  (aaclodtop  itaoapartattoo  apaocMal,  aM  akaM  oat  oa*  or  panoM  ikao  aaa  far  pspawa  otkar  ikao  ikoot  aoikortaad  ky  U. 
akow.  oolaa*  tka  «arittao  rooaaot  of  tka  USG  k«  flM  kaao  aktawtd.  To  Ik*  aataot  Htol  aoy  tiaow.  ptooa,  ipardltaiiaM.  or  lofnrioMtoo  fsoMkad  to 
saoartiaa  wtik  iMi  Offar  aM  Accvptaoct  say  ka  clasiflad  ky  tka  USG  tor  aocstiy  piirpsaa,  ika  Fwfkaiii  Mwll  askWato  a  atodtor  dMiflsrtoo 
aM  toiploy  all  iwasoraa  oacaaaary  to  prraaraa  tock  aarortty.  aqotoalaoi  lo  ikoa*  aspleyM  ky  ik*  USC.  ikroopkooa  ik*  partod  dortop  wMck  ik* 

USG  oay  owtolato  aock  tlaaalflrattoo.  Tk*  USO  ««  s*  Ha  koai  afforta  to  aotify  tk*  Piwrkaaar  if  ika  ibwliliailia  m  r^i-ptf-  ^  tmftmn  wdl 
aoas*.  ky  all  owaoa  availaki*  lo  m.  rtapm  f<«  fwoprwtwy  riptoa  to  aoy  datooa*  atoict*  aM  aoy  ptooa.  apoctfiOMtooa.  nt  Mforawltoo  fombkod. 
■diatkat  polaotod  or  oot. 

C  INOikNIlFICATlON  AND  ASWMmON  OF  UlSbS; 

l.  kb  aadariraud  ky  tka  Forckoaar  tkat  lk«  USC  m  procurtop  aM  forabktop  tka  Maiaa  apaciftod  to  iMa  Offar  «id  Accaptaoca  dnaa  m 
I  a  aoaprofM  kaao  for  tka  kaoafU  of  tk*  Porckaaar.  Tka  Piwckaatr  ikarafor*  oodtrtakaa.  Mtoftet  lo  A.J.  ako««.  lo  ladroatfy  aM  koto  llw  USc;. 

ka  apaola.  offkara.  aM  aoployrs  karodaai  frooi  aoy  aM  ak  Iom  or  Naktoty  (okatkar  to  imt  m  oi  cootractl  wMck  toskt  wb*  to  MMHMcttoo  wbk 
IN*  Offar  aM  Accaptaber  kaswaa  of;  (1)  to|sy  to  or  dratk  of  paraaaorl  of  Piockaaat  or  ikbd  porttoa;  |k|  daoiipa  to  or  dtMrocttoo  of  (A| 
prepariy  of  ikt  OOO  farobkad  to  Pyrekaatt  or  tappktr*  tpaoficaMy  to  loiptoioroi  ikb  Offar  and  Accrptanc*.  |k>  preparty  of  PorclMaar  (nwtodtop 
Iko  Honm  ordorod  ky  Piwrkaaar  poranant  to  tkb  Offar  aM  Arcopianea.  kttota  or  aflat  poaaapa  of  inb  to  FoackaosK  nr  (C>  propotly  of  ikM  porttoa; 
or  (HI)  patoni  tobtopawam. 

3.  Soklart  *•  any  taprtaa.  apactol  contMctnal  wartanttoa  oktatoad  tor  Mw  FarrHaari  to  accordancr  Mk  A.3.  akovc.  iHe  Parckaaw  «!*«* 
to  raltoy*  ika  corMiacton  aM  a«b<ontracton  of  ik*  USG  from  Haktlby  for.  aM  wdl  awoina  tkr  rM  of.  Iota  nr  das^  to;  (i|  Pvrcitoaat’a  pmparty 
(tortodtop  tka  kaoiB  prororad  pfroant  to  tkb  Offar  and  Aecaplanea.  katora  nr  afiar  paaaapa  of  rblr  in  Parrliaar)  aM  |U>  property  of  tkr  l>OI> 
forobkad  to  ayppkara  apaciflcally  to  itoptomant  ik«  Offar  and  Accaptanca.  to  tka  aaow  riiani  ikai  USG  waald  asyoia  fat  iia  prMWiy  If  H  war* 
precbtlap  for  Haalf  tka  Maoi  or  Haob  procyrad  pnrayanr  to  iMa  Offar  aM  Accaptanca 


I.  To  aroapi  tkb  Offar  aM  Accaptanca.  tka  Pwckaaar  wM  not  bter  tknn  tka  aapwalton  data  of  ike  Offer  aM  Acceptance,  m  aat  fmtk 
ksaln.  ratym  tkrt*  caplia  propwly  tipntd  to  tk*  atcarily  aaabtanre  accowittop  canter  dcatpiaied  karaw.  aeronipatoad  ky  aock  toMlal  dapoab  <w 
otkar  poyowM  aa  may  kt  reaywed  ky  ike  Ternia  karain.  In  additton.  Pwckaaar  wdl  concwrently  iwym  Ikrc*  copira  proparly  aip*M  to  Ike  U  S. 
Milkary  Department  or  OWanaa  Aprncy  maktop  ih*  offar.  Wkan  proparly  acetptad  aM  retwned  aa  apaciAad  korato.  ikc  prnrbMmt  of  ik»  Offry  and 
Acotpianaa  akaM  ka  ktodmp  upon  ike  USG  aM  tka  Pwckaaar. 

3.  kb  andaratood  tkat  implemaatatton  of  tka  Orfer  and  Accaptanca  cannot  »ancaed  wiikuyi  a  prnpar  accapiarKr.  Fadw*  lo  conifdy 
walk  Tarwi  aM  Cnndbtona  rcdtorad  for  acceptance,  at.  for  eaamptc.  dtby  to  rykmbaion  of  any  rcaarred  todtol  dtpnaii  or  paymmi  «»f  fyii  rn-matnf 
coal,  to  tke  eaa*  oiay  ka.  may  irpylr*  rrrbum  or  rabawc  of  tka  Offer  and  Accaptanca. 

3.  Untom  a  wttrtcn  reqoaar  for  aatenauMi  b  made  ky  tka  PwckcMr  and  iPMicd  in  wriimc  ky  rn  aatkonred  rrprrwniaiiw  oi  tke  rpfaofo** 
aM  U.S.  MHHary  Oapwtmant  or  Uafenaa  Atancy.  tk«a  Offar  and  Accrplancr  skaN  lermtoair  on  ik*  catwaiuMi  data  mi  fortk  kerewi. 

C.  tNCLOBUbtS. 

Enctoawea  attacked  karatn  wa.  ky  tkb  rcfarancr.  incorporated  kemn  and  arc  made  a  part  krtmr  *a  tkoapk  aat  fortk  m  foil 

F.  FUH.IC  INiFtenoW; 

Tkb  Offw  aM  AccaptM«*  k*  mad*  awdakla  for  pakkc  toapaction  to  tka  fidlaft  eaiaki  poamkle  eonaiaicni  wiik  tke  natkwal  aacardy  of 
llw  Utoiad  Stotoa. 

tXFLAWATOWY  IHOTES 

»  fba  Item  or  ratoranat  wamkara  appaartm  w  tka  Ob  bcr.  MO.** cotonm  may  -f  Tnitomii  nHk  fiTiriniii  uaad  in  rarrtiaaan' 

ncMpai  taaaato.  Howavay.  cMa oamkar.  tepatkar  wttk  tka ccoa  toantlflrr  bwwn  toanid  tovaya k*  aaad  m a  raftrano*  to  toiora  TTim-TT^dinii 

3.  AtodakiMy  Itadtima  aooiad  b  tke  mimated  numkar  of  montka  repairad  to  compleia  dtMvary  of  tka  M*m(a)  to  accrwdanc*  wnk  tka  terma  wf 
daMwry  aflat  racaipt  of  accaptanca  of  tkb  Offer  pwayani  la  Section  D.  of  tka  CoMMtoto.  aM  ika  concteaton  of  approprwic  ftoancial  arraitor  mania. 
PkMPd  dalhwwa  are  tkaww  ky  ayanlity  and  taadlima  for  aack  tocramani,  wkar*  applicaMi.  Hama  tor  wkick  deMraty  loMlima  it  mn  rkawn  W*  nntad 
to  aotamn  kaadad  **liam  Oaocrlptlow”  «  Mama  to  ka  (totalled  m  tka  appfkckle  end  Hem  prior  to  tkipmani. 

X  Tk*  pbwiwd  aowca  of  wpply  for  tack  dam  b  ciprcaaad  hi  tkr  tollowinf  codec: 

S  (*)  Sarrho  Stockc 

P  (*)  tooewamant 

R  <*)  RckyM/Rtpak/Modlfbatlon 

X  (*)  Slock  cM  proewemant,  c^..  inbbl  rapak  pwta 
C  (*)  **MI«ta**  maiaf  ittma  to  tonp  tapply  or  eaccto 

*AtolbkllNy  b  atotad  to  montlto 

4.  Condttton  of  tka  4*f*«a*  arctclaa  akown  to  ik*  '*AVAaABILITY  AND  RCMARKS"  cotamn  b  riprcaaad  to  ifc*  toltowinp  code*; 

Al  Nam*  to  k*  protodad  to  fabltop  coMHmn  wtfkoat  rapab,  rcatorallon  or  rokokllMalion  wkick  may  k*  rewtorad.  CnndMton 

IMicalad  to  Horn  daacrtption. 

to  AMtolat  of  ftoaod  condition  (naw.  reworked,  and  takakMitatad)  may  ka  cnmmtoilad  wkan  booed.  Kaampto:  repan  mrlv  ammonk 

tion,  aat  atoomkHaa,  kNa,  tool  aata  and  ikop  wta. 

■  Sarabaakta  dafanaa  anielta. 

O  Okaobi*  or  non  atbidwd  Item  to  an  "AS  IS’''condltton  for  wkick  repair  pwta  aappori  may  not  kc  avadakb  from  IXMi 

n  SMaiMat*.  Sabakb  aykclNyttona  may  kc  skipped  tor  vnavadakb  dafrnw  ariietaa  anbrn  oikwwbt  adbwd  ky  Ike  Pwckaaar. 

W  Nawofkad  Of  rtkaMNlatad  dtfanaa  artkl*i  poaocaaini  orUlwat  appcaraocc  insofar  w  praetbakb;  mcladtoc  all  tondlficttHm  Wort 

(Mwa  aM  Cnttoawmt  Ckonic  Ordara  oa  apptwd  to  avek  dafrma  artbbi  wken  naaod  kal  dafotoa  wibba  akoaU  not  k*  eon- 
Maaad  m  kavtm  knd  total  rrptocamrnt  of  worn  parta  and/or  ttoamkib*.  Only  porta  aM  enmpononia  not  mottM«  US  Armod 
Forcca  aartoatokllNy  tobroncoa  and  atandwdi  wdl  k*«*  kaao  rrpbcad;  to  ad  maiancca  aack  dcrcimt  wibba  wM  meet  US  Armed  ' 
Pdfca*  aiabdwda  af  aorytoookWiy. 


Af  AtMoto  Tratotof  Pkofram. 

V  Spocbl  Tratotof  dabinod  lo  aappori  pwaNaw  of  US  eovtpmtm. 

MC  -  Tkb  offar  doat  opf  earwHtyw  a  eommMmcnt  to  prondt  US  tratotnt. 

V  >  US  Tratotot  annewfontiy  k*to|  addiwtoad  m  wparot*  Offar  and  Acceptance. 

toR  No  US  batotoi  b  rokabod  to  aappori  of  tkb  parckaw. 

For  moantof  of  dolbory  coda*,  sa*  toNNorr  AMatanc*  toovtw  Addrcto  Okottory  (MAPAO). 

Tka  aa*  af  Offw/Ralaaa*  Codas  "V**  and  "Z**  wdl  inew  a  Morat*  fra  of  .133%  par  monik  for  tMpmant  dabys  to  aicato  of  IS  daytk 

OOFOfIMIfiaa  1  Aug  77 

Figure  3.  ANNEX  A  OF  DD  1513  (continued) 


Is  avoided  by  using  an  amendment,  or  a  modification  to  the  LOA. 

The  amendment  is  used  for  minor  changes  that  require  purchaser 
acceptance  before  implementation  and  only  to  meet  essential  adminis¬ 
trative  needs.  Where  the  changes  to  the  LOA  are  unilateral  on  the 
part  of  the  USG  and  do  not  require  purchaser  acceptance,  a  modifi¬ 
cation  is  used.  The  modification  is  most  frequently  used  when  a 
case  is  decreased  in  scope,  when  its  availability  is  changed,  when 
the  total  cost  of  a  case  is  Increased  by  10%  or  more,  or  when  the 
case  increases  by  a  large  2unount  ($500,000)  that  is  less  than  10% 
for  a  high  cost  case.  The  form  provides  for  customer  acknowledge¬ 
ment  of  the  change  only.  A  price  differential  between  the  initial 
offer  and  the  final  case  close-out  price  within  the  10%  limit  does 
not  require  renegotiation. 

B .  Price  Estimates; 

1.  Need  for  Price  Estimates;  As  stated  earlier,  the 
price  estimating  process  is  the  responsibility  of  the  MSC  that  has 
management  responsibility  for  the  item  or  items  that  the  customer 
wants  to  buy.  The  price  entered  on  the  DD  Form  1513  for  each  case 
line  is  one  total  price  for  all  the  items  in  that  case  line  and  is 
called  a  single  selling  price.  The  single  selling  price  consists 
of  the  base  price  for  the  item(s)  plus  all  USG  costs  such  as  add-on 
charges  for  nonrecurring  research,  development,  test,  and  evaluation 
nonrecurring  production  costs;  recurring  production  costs,  and 
asset  use  charges.  The  base  price  for  materiel  sold  to  foreign 
countries  is  established  on  the  basis  of  whether  the  item  is  from 
procurement  or  stock,  and  if  from  stock,  whether  the  item  is  to  be 
replaced  in  inventory  (see  Figure  4).  The  replacement  determination 
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Is  based  on  whether  the  sale  will  create  a  need  for  an  inventory 
replacement  and  whether  the  replacement  decision  will  be  reflected 
in  the  Department  of  Defense  progreun  budgeting  syst^  within  12 
months  of  its  drop  from  inventory. 

2.  Price  Estimating  Procedure; 

a.  Department  of  Defense  Instruction  (DODI)  2140.1, 

March  9,  1977,  (Ref  5)  is  the  basic  guidance  for  pricing  materiel 
and  services  sold  to  foreign  nations.  Army  Regulation  (AR)  37-60, 
Pricing  for  Materiel  and  Services,  (Ref  6)  is  the  Army  implementa¬ 
tion  of  this  guidance. 

b.  At  the  subordinate  commands,  the  International 
Logistics  Directorate  takes  the  administrative  lead  in  processing  the 
DD  Form  1513  during  the  development  phase.  The  determination  of  the 
availability  of  the  item(s)  and  the  preparation  of  the  price  estimate 
is  done  by  item  managers.  The  price  estimates  for  items  included 

in  that  case  but  that  are  not  managed  by  the  MSC  preparing  the  LOA 
are  provided  for  inclusion  by  the  other  responsible  commands. 

Once  the  required  information  is  gathered,  the  IL  Directorate 
prepares  the  case.  Before  the  case  is  sent  to  USASAC,  the  Comp¬ 
troller  Directorate  validates  the  price  estimates.  See  Appendix  B 
for  a  detailed  discussion  of  the  case  development  phase. 

c.  Several  different  methods  are  used  to  arrive  at  a  ~  - 
price  estimate.  Where  the  production  of  the  item  is  ongoing, 

the  price  is  usually  that  of  the  items  being  produced;  where  not, 
if  the  item  has  been  produced/purchased  recently,  that  price  as 
it  is  or  inflated,  using  Indices,  is  used.  The  prices  obtained  in 
this  manner  will  be  the  most  accurate.  Where  this  is  not  possible 


and  the  use  of  a  replacement  price  is  mandated,  historic  prices 
are  inflated  using  indices.  If  a  replacement  price  is  not  man¬ 
dated,  the  standard  price  (price  of  record)  is  used.  The  Defense 
Acquisition  Regulation  (DAR)  does  not  allow  producers  to  be  con¬ 
tacted  for  binding  price  quotes  unless  it  is  in  the  form  of  a 
Request  For  Quotation  (RFQ)  or  a  Request  For  Proposal  (RFP) .  This 
does  not  prohibit  contacting  the  contractors  for  quotes  that  are 
non-binding  on  them,  i.e.,  “solicitations  for  informational  or 
planning  purposes."  Unfortunately,  the  MSCs  have  often  found  these 
informal  quotes  to  be  prepared  hastily  and  usually  lower  than 
RFQ  or  RFP  quotes. 

3 .  Standard  Price; 

a.  There  is  no  single  price  available  to  IL  directorates 
at  the  subordinate  commands  to  be  used  as  a  base  price  for  FMS 
cases.  The  values  assigned  to  Army  items  or  equipment  and  called 
"standard"  prices  are  primarily  designed  to  provide  a  simple  and 
uniform  method  for  inventory  valuation,  accounting,  and  funds 
transfer  within  DoD.  These  prices  are  current  as  of  the  last 
representative  buy. 

b.  The  "standard"  price  as  published  and  associated  with 
the  Army  Master  Data  Pile  (AMDF)  for  secondary  items  and  the  Supply 
Bulletin  (SB)  700-20  or  SB  710-1-1  for  major  items, . focuses  on  ~ 
historical  purchase  cost,  not  replacement  cost  or  current  market 
value.  Where  AMDF,  SB  700-20  or  SB710-1-1  are  the  only  available 
price  sources,  they  should  be  used  with  caution.  The  applicable 
historic  cost  indices  must  be  used  to  bring  the  costs  to  the  present 


value  where  replacement  pricing  is  appropriate.  The  National 
Stock  Number  Master  Data  Record  (NSNMDR)  in  the  Commodity  Command 
Standard  System  (CCSS)  provides  secondary  item  prices  for  econcmic 
order  quantities  and  the  date  of  the  last  such  purchase.  The 
NSNMDR  is  more  current  than  the  AMDF  which  it  feeds. 

4.  Audits ; 

a.  Between  1976  and  1980  the  GAO,  DAS,  and  AAA 
completed  over  60  audits  of  the  FMS  program,  most  of  which  were 
directed  at  some  aspect  of  pricing.  A  listing  of  recent  reports 
of  audit  is  in  Appendix  C. 

b.  The  majority  of  these  audits  which  were  critical 
of  the  Army's  FMS  process  dealt  with  undercharging  customers  by 
not  including  some  element  of  cost,  usually  an  element  of  the 
add-on  charges.  These  audits  resulted  from  the  increased  emphasis 
in  the  mid-1970s  on  recovering  all  costs  incurred  by  the  USG  on 
behalf  of  the  customer. 

c.  Most  of  these  problems  have  been  resolved  by  the  Army 
and  consequently  fewer  audits  of  the  Army's  FMS  program  have  been 
conducted  in  the  past  two  years.  Also,  as  a  result  of  the  plethora 

of  audits,  a  great  deal  of  emphasis  was  put  on  Improving  the  management 
of  the  FMS  program  and  especially  the  price  estimating  process  at 
the  MSCs. 

C.  Reasons  for  Suboptimal  Price  Estimates; 

1.  Interviewees  indicated  that  there  were  many  reasons 


for  the  difference  between  the  initial  and  final  prices.  Those 
problems  that  appeared  to  be  internal  to  the  organization,  such  as 
insufficient  personnel,  decentralization  of  the  organization,  etc., 


are  not  discussed  here.  There  were  some  problems  that  appeared 
to  be  universal,  these  are  discussed  below. 

2.  The  MSCs  are  charged  with  developing  the  best  price 
estimate  within  the  limits  of  timeliness  and  practicality.  The 
majority  of  these  items  will  have  an  existing  contract  or  production 
line  and  the  contractor  can  usually  provide  prices  that  are  credible 
for  the  next  12  to  18  months.  Many  TACOM  items  fall  into  this 
category.  These  cases  rarely  present  problems.  The  remaining 
cases  present  the  problems  and  are  not  unique  to  any  one  command. 

3.  A  large  portion  of  the  dif ficult-to-price  items  are 
obsolete  and/or  have  not  been  produced  for  several  years  or  have  a 
different  configuration.  Updating  a  historic  cost  has  limitations, 
especially  where  there  is  little  competition  in  the  market  to 
produce  them. 

4.  If  a  producer  can  be  found  for  these  items,  the 
cost  of  setting  up  and  staffing  a  production  line  will  be  very  high 
per  item  unless  at  least  an  economic  order  quantity  is  required. 

5.  When  the  needs  of  several  customers  are  combined  in 

a  consolidated  buy,  a  price  is  established  for  that  quantity.  If 
one  of  the  customers  decides  to  cancel  his  portion  of  the  order, 
the  contracted  quantity  decreases  and  usually  the  unit  price  in¬ 
creases.  ■  ~ 

6.  Often  a  custOTier  requests  that  configuration  changes 
be  made  to  an  item  or  items  that  are  being  purchased.  Some  of 
these  changes  have  no  Army  counterpart  and,  therefore,  no  historic 
cost  data  is  available.  These  changes  can  and  do  increase  the 
price  dramatically. 
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7.  If  the  potential  customer  does  not  sign  (accept)  the 
prepared  LOA  within  the  required  time  frame  or  if  the  signed  LOA 

is  not  returned  to  the  MSC  expeditiously,  existing  contracts  may 
have  expired  or  the  producer  price  "guarantee”  may  have  expired 
requiring  renegotiation  and  a  change  in  the  price. 

8.  Timeliness  plays  a  role  in  price  inflation. 

The  rate  of  inflation  has  been  decreasing  recently  but  the  unpre- 
dictably  high  rates  that  were  experienced  earlier  made  price  pro¬ 
jections  very  difficult.  Many  of  the  cases  estimated  at  that 
time  have  not  yet  been  closed  and  large  variations  can  be  expected 
from  them. 

9.  On  many  cases,  price  projections  are  required.  These 
are  determined  by  applying  an  expected  inflation  rate  to  the  current 
replacement  price  of  the  item.  The  MSCs  must  use  indices  provided 
by  the  Office  of  the  Secretary  of  Defense  (OSD) .  The  indices  are 
those  provided  by  the  Office  of  Management  and  Budget  for  prepara¬ 
tion  of  the  President's  budget.  In  the  past  they  have  often  reflected 
less  than  half  the  reasonably  expected  future  inflation.  The  MSCs 
have  been  directed  to  use  these  indices  in  spite  of  the  recognized 
understatement  of  the  inflationary  trend.  A  Government  Accounting 
Office  report  of  audit  (AFMD-81-62,  September  10,  1981,  Millions 

in  Losses  Continue  on  Defense  Stock  Fund  Sales  to  Foreign  Customers')  '' 
(Ref  7)  states  that  the  inflation  factors  used  by  the  DoD  (OSD 
indices)  to  estimate  FMS  replacement  costs  are  unrealistically  low 
and  recommended  that  a  more  realistic  inflation  index  be  adopted. 

The  graph  in  Figure  5,  though  for  Air  Force  stock  fund  items, 
portrays  the  difference  between  actual  inflation  and  the  OSD  index. 


INFLATION  RATE  IFERCENT) 


LEGEND 


Source ;  GAO  Report  AFMD-81-62,  Millions  in  Losses  Continue  oh  Defense 
Stock  Fund  Sales  to  Foreign  Customers,  September  1981. 


Figure  5.  COMPARISON  OF  ACTUAL  COST  GROWTH  RATE 
AND  DEFENSE-DIRECTED  INFLATION  FACTORS 
ON  AIR  FORCE  STOCK  FUND  PURCHASES 
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10.  Though  there  are  many  checks  and  validations  made 
on  the  component  and  total  case  costs,  some  mathematical  errors 
still  appear. 

11.  As  previously  mentioned,  problems  are  experienced 
with  the  quality  of  the  informational  price  quotes  provided  by  the 
contractors.  In  most  cases  the  informal  quote  is  solicited  because 
without  the  certified  availability  of  funds  for  a  case,  neither  an 
RFQ  nor  an  RFP  can  be  issued.  This  is  the  situation  prior  to  the 
LOA  being  accepted  by  the  customer. 

D.  Improvements  that  have  potential; 

1 .  Introduction ;  With  the  existing  legal  and  regulatory 
constraints  unchanged,  coupled  with  the  changing  foreign  policy 
objectives,  price  differences  can  be  expected  to  continue  as  a  way 
of  life.  Improvements  are  possible  but  great  changes  are  not. 

The  internal  processes  used  by  each  of  the  subordinate  commands  to 
establish  a  price  estimate  appear  to  be  orderly  and  sound.  Little 
criticism  can  be  leveled  here.  Many  of  the  improvements  discussed 
below  have  been  initiated  at  one  or  more  of  the  MSCs  and  are  pre¬ 
sented  here  for  consideration  by  the  other  commands.  The  potential 
for  improving  on  these  processes  would  be  enhanced  if  a  few  key 
regulatory  constraints  could  be  overcome,  as  explained  later. 

2 .  Automation:  ^ 

a.  The  automation  of  the  price  estimating  process  has 


great  potential  for  improving  price  estimates  through  the  elimination 
of  mathematical  errors  in  the  single  price  estimate  and  through 
the  standardization  and  objectivity  that  such  a  system  would  engender 


Also,  visibility  and  awareness  of  price  effects  and  price  changes 
as  the  case  is  executed  would  be  assured. 

b.  Since  1976,  TACOM  has  been  developing  an  automated 
FMS  case  processing  system  called  TACOM  Security  Assistance  Manage¬ 
ment  System  (TASAMS) .  By  May  1979,  the  command  had  an  operating 
systan  consisting  of  9  individually  functioning  programs  (see 
Figure  6).  The  command  demonstrated  cost  savings  of  over  $57,000 
in  1979  through  reduced  reliance  on  overtime  funds  or  borrowed 
manpower  and  reduced  requirements  for  reproduction  services. 
Additionally,  they  have  demonstrated  savings  in  time  and  paperwork 
to  process  a  case  and  improved  accuracy  and  consistency  in  their 
cost  estimates  and  reports.  The  heart  of  the  TACOM  system  is  the 
pricing  program  which  utilizes  a  data  register  of  hardware  cost 
elements  for  those  major  items,  APA  secondary  items,  and  tool  sets 
most  frequently  demanded  by  their  FMS  customers. 

c.  The  Security  Assistance  Automation  Army  (SA3)  pre¬ 
viously  called  SA  Distributive  Data  Processing  System  (SADDAPS)  is 
being  tested  at  TSARCOM  for  eventual  distribution  to  all  MSCs. 

This  system  is  similar  to  TASAMS  in  application.  Through  a  standard 
system  such  as  this,  the  MSCs  will  be  able  to  share  and  reconcile 
data  more  rapidly  among  themselves  and  with  USASAC. 

d.  CECOM  is  in  the  process  of  developing  an  automated 
price  and  availability  system. 

e.  MICOM  is  developing  an  automated  case  milestone 
tracking  system  that  will  alert  managers  of  potential  problems 
and  thus  provide  reaction  time. 
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Figure  6.  TASAMS  OPERATING  SYSTEM 


f.  USASAC  is  now  studying  the  extent  to  which  centralized 


preparation  of  LOAs  should  be  undertaken. 

3.  Indexing;  When  an  item  that  was  scheduled  for  the 
Army  is  taken  from  the  production  line  and  provided  to  an  FMS 
customer,  or  where  an  item  is  taken  from  inventory  and  months  or 
years  will  elapse  before  that  item  can  be  replaced,  the  customer 
is  charged  the  price  at  the  time  of  replacement  or  at  the  time 
that  the  item  would  have  been  produced.  The  current  price  in  such 
an  instance  would  be  known  but  the  price  of  that  item  some  years 
in  the  future  must  be  projected.  This  can  only  be  done  by  means 
of  inflation  indices.  The  OSD  indices  that  the  MSCs  are  mandated 
to  use  are  known  to  be  low  (see  Figure  5) .  DARCOM  should  be  per¬ 
mitted  to  produce  its  own  indices  for  use  in  FMS  price  projections. 

4 .  Buy  and  Stock  in  Anticipation  of  FMS; 

a.  In  FY  82  a  Special  Defense  Acquisition  Fund  (SDAF) 

was  established.  Its  purpose  is  to  procure  items  with  a  high  foreign 
customer  demand  that  are  in  short  supply  and  in  the  US  inventory, 
that  are  relatively  unsophisticated  items  such  as  medium  tanks, 
artillery,  ammunition,  anti-tank  missiles,  and  basic  communication 
systems,  that  would  have  no  impact  on  US  readiness. 

b.  Funding  for  the  SDAF  requires  no  direct  DOD  appropri¬ 
ation  (though  authorized)  and  comes  from  FMS  nonrecurring  RDT&E 
charges,  asset  use  charges,  contractor  rental  payments,  and  collec¬ 
tions  from  the  sale  of  defense  articles  which  will  not  be  replaced 
in  stock.  In  FY  82,  $125  million  were  allocated  for  the  SDAF  of 
which  about  $110  million  were  obligated.  In  FY  83,  the  ceiling  is 
$600  million. 


c.  DSAA  has  the  DOD  responsibility  for  overall  program 

management . 

d.  The  implementation  of  this  fund  will  overcome  many  of 
the  problems  that  have  plagued  the  FMS  process  and  that  have  affected 
the  Army's  readiness  posture  because  of  the  USG ' s  assistance  to 
allies.  For  those  items  that  the  fund  stocks,  better  price  estimates 
will  be  available  and  price  projections  will  not  be  required.  A 
full  discussion  of  the  SDAF  may  be  found  in  Reference  8. 

5.  Solicitation  of  Firm  Prices  from  Contractors; 

a.  If  firm  prices  rather  than  informational  price  quotes 
could  be  solicited  from  producers,  better  price  estimates  would 
result.  This  alternative  was  addressed  by  Snow  in  LSO  report  513 
(Oct  1975)  (Ref  9).  Snow  presented  5  alternatives.  His  recommended 
alternative  was  as  follows: 

"Amend  Army  Procurement  Procedures,  Section  1-403. 50(c)  and 
the  Defense  Acquisition  Regulation,  Section  1-318  with  a 
clause  that  in  essence  stipulates  that  the  solicitation  is 
for  price  and  availability  information  for  preparation  of  a 
US  Government  offer  to  a  foreign  nation  for  materiel  to  be 
sold  under  the  FMS  program,  no  funds  are  currently  available 
but  the  offer  is  expected  to  be  accepted;  and  that  the 
contractor  will  be  notified  when  and  if  funds  are  available 
to  award  the  contract.  Because  of  the  current  lead  time  for 
the  FMS  offer/acceptance  procedure,  the  reply  to  the 
solicitation  may  be  in  two  parts.  First  a  reply  stating  an 
upper  limit  unit  cost  and  availability  data  to  be  provided 
in  15  days  after  the  date  of  the  solicitation  and  a  second 
submission  with  a  firm  price  not  greater  than  the  previously_ 
stated  upper  limit  to  be  provided  not  later  than  90  days 
after  the  date  of  the  solicitation;  the  solicitation  must  be 
valid  for  at  least  90  days  after  the  final  closing  date  in 
the  solicitation." 

b.  Snow  admits  that  this  alternative  proposes  "a  radical 
departure  from  US  Government  procedures."  This  alternative  still 
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has  merit  and  should  be  implemented.  The  only  caution  is  that  the 
soliciting  MSC  must  insure  that  all  possible  bidders  have  an  oppor¬ 
tunity  to  respond. 

6.  Quote  of  a  Fixed  Price  to  the  Customer:  For  some 
cases  the  price  estimate  problems  could  be  overcome  by  an  optional 
fixed  price.  The  customer  is  offered  a  fixed  price  for  the  items 
that  he  wishes  to  purchase  as  an  option.  That  is,  once  he  has 
accepted  and  signed  the  LOA,  he  will  know  exactly  the  price  that 
he  will  pay.  Under  the  present  system,  the  customer  is  quoted  an 
estimated  price  but  Annex  A  to  the  LOA  states  that  he  will  pay 
the  full  price  for  the  items,  regardless  of  what  the  initially 
quoted  price  was.  This  is  a  controversial  option  but  the  positive 
aspects  would  appear  to  outweigh  the  negative.  There  would  be 
some  definite  statutory  problems  that  would  have  to  be  overcome 
before  this  alternative  could  be  used,  the  primary  being  that  by 
law  FMS  must  be  conducted  at  no  cost  to  the  USG.  Annex  A  to  the 
LOA  states: 

"that  the  USG  in  procuring  and  furnishing  the  items 
specified  in  this  Offer  and  Acceptance  does  so  on  a 
non-profit  basis." 

Since  this  is  an  option,  only  those  customers  who  feel  they  would 
benefit  would  take  advantage  of  it.  The  advantages  of  using  this 
option  are  these:  ^ 

a.  The  administrative  cost  of  managing  FMS  cases  would  be 
greatly  reduced.  Once  the  case  has  been  accepted  by  both  the  USG 
and  the  customer,  no  further  intervention  would  be  required  by 
either  party  through  the  case  close  out. 


b.  The  customer  would  know  exactly  what  the  price  of 


the  case  would  be  and  could  budget  for  it. 

c.  Some  cases  would  likely  be  overcharged  while  others 
would  be  undercharged,  with  the  anticipated  end  result  being  a  nearly 
zero  net  gain  or  loss. 

7 .  Management  Reserve  Concept; 

a.  For  most  items  price  with  acceptable  accuracy  can 
be  established.  Some  items  present  problems  in  that  any  price 
established  for  them  carries  with  it  a  high  degree  of  uncertainty, 
especially  when  inflation  is  high  or  rapidly  changing.  The  effect 
is  that  the  USG  may  have  to  request  more  funds  from  the  customer. 

A  management  reserve  is  a  means  of  overcoming  this  problem. 

b.  An  investigation  of  the  management  reserve  concept 
was  performed  by  this  office  in  1975.  One  of  the  recommendations 
was  that  the  Army  adopt  the  use  of  the  concept.  See  Snow,  LSO 
Report  616,  (Ref  10) . 

c.  The  concept  of  a  management  reserve,  also  called  a 
contingency  reserve,  progreun  reserve,  or  contingency  factor  has 
been  used  by  the  Army  and  Air  Force  in  a  few  instances.  There  is 
no  known  policy  that  suggests  its  use  nor  are  there  any  specific 
prohibitions  against  its  use.  Snow  has  defined  Management  Reserve 
as: 

"Management  Reserve  is  a  discretionary  and  contingency 
cost  element  to  be  Included  in  the  initial  unit  price 
estimate  quoted  to  the  foreign  nation  on  the  letter  of 
offer/acceptance  (DD  1513),  to  provide  for  unusual 
price  escalation  beyond  that  found  in  inflation 
factors. " 


d.  The  concept  is  simple  in  application.  Snow 
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(Ref  10,  pg  9)  developed  a  list  of  conditions  under  which  the 
risk  of  developing  a  low  price  estimate  is  increased.  His  list 
is  as  follows: 

-Delivery  time  for  items  is  estimated  to  be  greater 
than  one  year  and  item  is  not  to  be  delivered  from 
inventory. 

-Item  has  not  been  purchased  in  the  last  12  months. 

-Research  and  Development  is  required. 

-Item  is  new  to  the  Army  inventory  and  contains 
advanced  technology  components. 

-Item  is  not  a  US  standard  inventory  item. 

-Item  has  not  been  procured  before  by  the  Army. 

-Required  quantity  is  small,  not  econcxnic  order 
quantity. 

His  findings  indicated  that  a  combination  of  any  two  of  the  condi¬ 
tions  usually  resulted  in  the  need  for  an  upward  price  adjustment. 
Where  a  price  estimate  has  a  high  degree  of  risk  associated  with 
it,  price  analysts  would  have  the  freedom  to  add  a  percentage  of 
the  unit  price  to  the  estimated  price  as  a  contingency  factor. 

The  USAF  developed  a  listing  of  percentages  for  low,  normal,  and 
high  risk  categories.  See  Table  1  below. 


TABLE  1.  USAF  PROGRAM  RESERVE 

FACTORS  (REF  10) 

1 

1  FMS  Case 

Factors 

*  1 

1. 

1  Price  Escalation 

(Percentage 

1 

•/- 

1  Risk 

1 

of  known  cost) 

1 

.1 

;  I- 

1 

1  LOW 

1 

7% 

1 

1 

>•;> 

1 

1  NORMAL 

1 

10% 

1 

1 

1 

— 

1  HIGH 

20% 

1 

1 

1 
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1 
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e.  Advantages ;  The  fact  that  the  USG  would  not  have 


to  request  more  funds  from  the  customer  means  that  the  associated 
embarassment  would  be  avoided  as  well  as  the  additional  paperwork. 
The  customer  would  still  pay  the  full  final  price  of  the  items 
specified  on  the  DD  1513  and  would  have  money  over  and  above  the 
cost  returned  to  it. 

f.  Disadvantages ;  Arguments  have  been  presented  against 
the  use  of  a  management  reserve.  Most  appear  to  have  arisen  because 
of  a  lack  of  understanding  of  the  concept.  The  following  three 
most  prevalent  arguments  will  now  be  discussed: 

-Its  use  may  make  USG  prices  non-competitive. 

-It  may  encourage  less  rigorous  price  estimating. 

-The  10%  limit  could  be  exceeded  without  requiring 
a  modification  to  the  DD  1513. 

(1)  In  the  first  argument,  competition,  the  types  of 
items  that  would  require  the  use  of  a  management  reserve  will  be 
mostly  those  that  the  USG  has  sold  in  the  past  and  are  now  unavail¬ 
able  from  the  inventory  and  require  a  new  production  run  of  less 
than  econcmlc  production  quantities.  The  customer  can  be  reasonably 
expected  to  purchase  items  that  he  already  has  and  with  which  his 
troops  are  feunlllar.  The  same  item  cannot  be  purchased  elsewhere 
and  to  buy  from  a  different  country  requires  the  purchase  of  spares 
and  repair  parts,  repair  manuals,  and  often  training.  In  the  few 
Instances  where  competition  was  a  factor,  the  loss  of  the  sale 
would  be  of  little  consequence. 


(2)  In  the  case  of  the  rigor  of  the  price  estimates, 
there  is  no  reason  to  expect  that  the  existing  checks  and  balances 
would  be  bypassed.  Estimates  with  a  management  reserve  will  be 
justified  and  prepared  as  would  those  without.  In  addition, 
those  estimates  using  a  management  reserve  would  have  to  justify 
the  use  of  it,  in  detail. 

(3)  Mentioned  earlier  in  the  report  was  the  requirement 
of  a  modification,  DD  1513-2,  to  the  LOA  if  the  price  estimate  was 
exceeded  by  10%  or  more.  With  the  management  reserve,  this  percentage 
in  effect  would  become  larger  before  the  modification  is  required; 
however,  this  would  not  be  obvious  to  the  customer.  Moreover, 

since  the  purpose  of  the  management  reserve  is  to  decrease  those 
instances  where  a  modification  would  be  required,  there  should  be 
few  cases  where  the  10%  is  in  fact  exceeded. 

E.  Determination  of  Price  Estimate  versus  Actual  Charge 
Differences; 

1 .  Introduction; 

a.  The  original  objectives  for  this  study  were  aimed 
at  improving  the  existing  cost  estimating  process  on  the  assumption 
that  the  estimates  are  generally  low  and  too  often  result  in 
spectacular  price  adjustments  at  case  close  out.  This  assumption 
seems  to  have  arisen  as  a  result  of  the  plethora  of.  GAO,  DAS,  and  ~  • 
AAA  audit  reports  that  were  written  in  the  mid  to  late  1970s. 
Interviews  with  MSC  personnel  contradicted  that  assumption  but  no 
factual  material  could  be  located  at  the  MSCs  visited  to  confirm 
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or  refute  the  statements  at  that  time.  USASAC  and  SAAC  were  con¬ 
tacted  to  determine  if  the  Army's  performance  had  been  measured. 

No  one  could  recall  any  such  research  in  the  recent  past.  Queries 
to  other  groups  within  the  Army  provided  no  new  findings.  The  Air 
Force  (Air  Force  Logistics  Center  at  Wright  Patterson  Air  Force 
Base)  also  could  not  recall  any  studies  of  their  FMS  cost  estimating 
performance.  At  that  point  this  study  was  expanded  in  scope  to 
Include  an  analysis  of  the  Army's  performance  over  the  previous 
five  years. 

b.  Since  about  2000  Army  FMS  cases  are  completed  each 
year,  five  years  would  provide  approximately  10000  cases  to  investi¬ 
gate.  This  large  amount  of  data  lent  itself  to  computer  manipulation 
requiring  that  the  data  be  available  on  magnetic  tapes.  Consideration 
was  given  to  sampling  the  case  files  resident  at  the  MSCs,  but 
these  files  are  only  retained  at  the  MSC  for  about  two  years. 

c.  Magnetic  tapes  of  historical  financial  data  were 
requested  from  USASAC  and  SAAC.  The  information  requested  was  the 
initial  case  or  case  line  prices  and  the  final  case  or  case  line 
prices  for  completed  cases  containing  major  items.  USASAC  stated 
that  they  could  provide  final  case  line  and  case  prices  but  that 
the  initial  price  estimates  are  updated  by  overlaying  the  previous 
data  thus  losing  the  needed  data.  SAAC  stated  that,  they  could 
provide  the  requested  data,  though  historical  initial  case  extended 
(product  of  unit  cost  of  item  and  number  of  items)  line  values 
have  only  been  retained  in  computer  data  files  since  March  1980. 

Later,  DSAA  was  also  contacted  for,  and  did  provide,  historical 


financial  data.  USASAC  was  eventually  able  to  provide  a  small 
sample  of  the  needed  data  in  "hard  copy" . 

2.  Data  Sources  Used  in  the  Analysis: 

a.  DSAA  Data: 

(1)  A  file  of  13,620  records  (4146  cases)  was  provided 
by  DSAA.  This  file  consisted  of  closed  Army  cases  for  purchases  of 
major  and  secondary  items  and  services.  Of  this  file,  978  records 
(case  lines)  were  for  major  items.  This  represented  605  different 
cases.  Initially,  a  file  of  13,689  records  was  provided;  but  since 
this  file  contained  classified  data,  it  could  not  be  used.  Subse¬ 
quently,  with  the  removal  of  the  classified  data,  the  file  of  13,620 
records  was  provided.  The  classified  data  was  provided  in  hard 
copy  and  was  used  in  Section  j  below.  The  initial  and  final  (at 
case  close  out)  costs  were  for  the  total  case,  with  all  add-on 
charges  Included.  Case  lines  with  final  costs  were  broken  out  but 
unit  costs  without  any  add-on  charges  could  not  be  derived. 

(2)  The  DSAA  and  SAAC  major  item  data  is  not  from  the 
seune  data  base.  The  files  had  98  cases  that  were  common  (16%  for 
DSAA  and  24%  for  SAAC) . 

b.  SAAC  Data: 

(1)  During  a  visit  to  SAAC,  24,471  Army  case  lines  were 
accessed.  The  data  for  each  case  line  consisted  of.  service  code  ~ 
(B  for  Army) ,  country  code,  case  code,  case  line  number,  final 
extended  line  value.  Initial  extended  line  value,  and  the  ratio  of 
the  two  values.  For  a  majority  of  these  case  lines  the  initial 
cost  estimate  was  not  available. 


(2)  A  second  data  file  was  created  from  those  closed 
case  lines  where  an  initial  case  line  value  was  available.  This 
resulted  in  3,923  closed  case  lines.  The  data  for  each  line 
consisted  of  service  code,  country  code,  case  code,  case  line 
number  (also  called  RSN) ,  SAAC  ordered  quantity,  DSAA  ordered 
quantity  (DSAA  quantities  may  be  lower  than  SAAC  quantities  if 
DSAA  has  not  received  documentation  for  final  payments) ,  final 
extended  line  value.  Initial  extended  line  value,  and  ratio  of 
initial  to  final  extended  line  values. 

(3)  A  third  product,  consisting  of  7,308  case  lines  was 
also  prepared  to  provide  case  duration  data.  The  data  for  each  case 
line  consisted  of  country  code,  case  code,  case  line  number,  26 
character  item  description,  a  four  character  Federal  Supply  Class 
code,  a  code  indicating  case  was  closed,  date  case  was  implemented, 
date  case  was  closed,  DSAA  quantity,  and  delivered  case  line  value. 

(4)  Subsequent  to  the  visit,  updated  versions  of  these 
same  files  were  received  on  magnetic  tape.  Two  data  files  were 
provided  by  SAAC.  One  file  (given  the  neuned  FILE!)  consisting  of 
4,166  case  lines  gives  the  quantity  ordered  and  the  initial  and 
final  case  prices.  The  second  file  (given  the  name  FILE2)  consisting 
of  7,314  case  lines  gives  the  case  Implementation  and  close  dates, 
the  Federal  Supply  Class  (FSC),  and  a  brief  nomenclature  for  the  ~ 
items  ordered,  quantity  ordered,  and  the  delivered  case  line  value. 
These  files  corresponded  to  those  in  (2)  and  (3)  above.  Compatible 
FZLEl  and  FILE2  case  lines  were  combined  resulting  in  717  major  item 
case  lines  with  initial  and  final  price  and  corresponding  dates.  Of 


The  ideal  is  to  have  a  ratio  of  100%  (initial  and  final  prices  are 
the  same)  but  ratios  between  90%  and  110%  are  within  the  acceptable 
range.  A  ratio  that  is  below  100%  indicates  an  overestimation  of 
the  price  and  could  potentially  lose  customers  to  other  competitor 
countries.  A  ratio  below  100%  also  indicates  that  the  customer  will 
be  billed  less  for  his  purchases  than  was  initially  estimated. 

b.  Cases  with  a  ratio  greater  than  100%  will  require 
more  money  from  the  customer  than  the  initial  estimate  indicated. 

c.  The  tables  for  the  four  data  files  (Table  2,  SAAC; 
Tables  3  and  4  for  USASAC;  Table  5  for  DSAA)  show  the  distributions 
of  the  individual  ratios  for  the  individual  cases  or  case  lines. 

d.  For  each  data  file,  the  acceptability  of  the  estimated 
price  was  measured  by  a  weighted  ratio.  This  ratio  is  found  by 
summing  all  the  final  case  or  case  line  prices  for  a  data  file  and 
dividing  this  by  the  sum  of  all  the  initial  estimated  prices  for 
that  file.  The  result  is  expressed  as  a  percentage  for  ease  of 
interpretation.  The  formula  is  shown  below: 

Sum  of  Final  Prices  X  100  s  Weighted  Ratio  (WR) 

Sum  of  Initial  Prices 

The  weighted  ratio  is  weighted  by  the  individual  prices  and  indicates 
for  the  general  case,  how  much  money  is  actually  charged  for  each 
$100  that  the  USG  stated  it  would  charge.  For  example,  in  the  file 
of  SAAC  data  (Table  2)  for  case  lines  of  major  items,  the  weighted 
ratio  is  96.63%.  This  indicates  that  for  each  $100  that  was  esti¬ 
mated  for  the  case  line,  the  customer  was  billed  $96.63.  This  is 
favorable  to  the  USG  since  it  does  not  have  to  request  more  money 
from  the  customer  and  since  there  is  only  a  four  percent  difference 


between  the  estimate  and  the  final  price,  the  impact  of  competition 
is  negligible. 


e.  Another  measure  of  performance  is  an  estimate  of  the 
percent  of  cases  or  case  lines  that  are  acceptable.  Acceptability 
is  defined  as  the  final  price  being  within  10%  of  the  initial  esti¬ 
mate,  that  is,  the  individual  case  or  case  line  ratio  falling 
between  90%  and  110%.  For  the  SAAC  data  file,  63.60%  of  the  case 
lines  fell  into  this  acceptability  range.  For  this  data,  the  USG 
can  expect  to  have  between  60.26%  and  67.30%  of  all  case  lines  fall 
in  the  acceptable  range  with  a  95%  confidence  level.  Conversely, 

if  ccmpetition  is  ignored,  then  case  lines  with  a  ratio  greater  than 
110%  are  in  the  unacceptable  range  and,  in  general,  the  USG  can 
expect  to  have  between  10.92%  and  15.94%  of  case  lines  in  the 
unacceptable  region  with  a  95%  confidence  level. 

f.  The  standard  deviation  for  the  weighted  average  was 
computed  using  the  formula  below: 


4.  Types  of  Analyses : 
a.  Total  File  Ratios. 

(1)  For  the  SAAC  data,  case  line  costs  were  used  to 


establish  the  total  file  (WR)  ratios.  For  USASAC  data,  case  line 
unit  costs  were  used.  The  seune  type  of  analysis  was  performed 
on  the  DSAA  data  for  case  costs  with  add-on  charges.  As  stated 


before,  there  is  a  physical  difference  between  the  data  obtained 
from  SAAC  and  DSAA.  However,  a  CHI  square  test  was  performed  to 
determine  if  the  two  files  could  be  combined  for  further  analysis. 
Because  of  the  high  CHI  square  value  (229.5  with  3  degrees  of 
freedom) ,  the  files  were  not  combined.  The  four  files  are  analyzed 
individually  to  establish  a  weighted  ratio.  Other  analyses  are  con¬ 
ducted  only  on  the  SAAC  and  DSAA  data  files.  These  other  analyses 
were  performed  to  determine  if  there  was  a  correlation  between  the 
ratios  and  data  pareuneters.  These  analyses  are  discussed  in 
Appendix  D. 

(2)  SAAC  Data;  The  distribution  of  individual  ratios 
for  case  lines  with  major  items  only  and  for  all  case  lines  may  be 
seen  in  Table  2.  The  weighted  ratio  and  median  individual  ratio 
are  shown  in  the  table.  For  the  715  major  item  case  lines,  456  had 
individual  ratios  falling  within  the  acceptable  region  (90%  to  110%). 
At  a  95%  confidence  level,  the  percent  of  acceptable  cases  ranges 
from  67.30%  to  60.26%.  At  the  scune  confidence  level,  the  percent 
of  clearly  unacceptable  cases  (IR  >  110%)  ranges  from  15.94%  to 

10.92%.  For  all  items  in  the  file,  at  a  95%  confidence  level, 
between  54.07%  and  51.03%  were  acceptable  and  between  18.26%  and 
15.94%  were  unacceptable.  The  case  lines  mentioned  earlier  that 
were  deleted  from  the  two  files  did  not  change  the  weighted  ratio.  -  . 
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TABLE  2.  DISTRIBUTION  OF  SAAC  FILE  RATIOS 


- r 

RATIO  (%)  1 

1 

PERCENT  OF  RATIOS  WITHIN  RANGES  I 

RANGE  I 

MAJOR  ITEMS 

1  ALL  ITEMS 

1 

0-9.9  1 

0.6 

1 

1  2.3 

10  -  19.9  1 

1.5 

1  2.3 

20  -  29.9  1 

1.0 

1  2.0 

30  -  39.9  1 

1.3 

1  2.5 

40  -  49.9  1 

1.7 

1  2.7 

50  -  59.9  1 

1.5 

1  2.6 

60  -  59.9  1 

3.2 

1  3.4 

70  -  79.9  1 

4.8 

1  4.8 

80  -  89.9  1 

7.6 

1  8.2 

90  -  99.9  1 

23.4 

1  18.7 

100  -109.9  1 

40.4 

1  33.8 

110  -119.9  1 

2.4 

1  3.5 

120  -129.9  1 

2.1 

1  2.4 

130  -139.9  1 

1.8 

1  1.9 

140  -149.9  1 

1.4 

1  1.1 

150  -159.9  1 

0.4 

1  0.9 

160  -169.9  1 

0.6 

1  0.9 

170  -179.9  1 

0.3 

1  0.6 

180  -189.9  1 

1.3 

1  0.8 

190  -199.9  1 

0.4 

1  0.6 

200  &  over  j 

1 

2.8 

I  4.0 

1 

I  Total  Case  Lines  715 
I  Lowest  Ratio  1.00% 
i  Highest  Ratio  790.66% 


4118 

0.04% 

899.05% 


Median  Ratio 

Weighted  Ratio 

Standard  Deviation 
of  Weighted  Ratio 


100.00% 

96.63% 

2.4626 


100.00% 

97.58% 

7.6945 


(3)  USASAC  Data:  There  was  some  commonality  between 
the  data  obtained  from  case  files  and  that  obtained  from  the  data 
base.  This  is  noted  below. 

(a)  Case  file  data;  This  file  of  54  major  item  records 
had  a  weighted  ratio  of  99.17%,  a  median  individual  ratio  of  100.00% 
and  a  distribution  of  individual  ratios  as  shown  in  Table..3. 

Twenty  of  these  records  (37%)  were  the  same  as  in  the  "data  base" 
data  below.  Thirty-seven  of  these  case  lines  had  individual  ratios 
falling  within  the  acceptable  region.  At  a  95%  confidence  level, 
the  percent  of  acceptable  cases  ranges  from  80.91%  to  56.13%.  At 
the  same  cconfidence  level,  the  percent  of  unacceptable  cases 

(IR  >  110%)  ranges  from  31.11%  to  9.63%. 

(b)  "Data  Base"  Data;  The  total  file  of  37  major  item 
records  had  a  weighted  ratio  of  98.19%,  a  median  individual  ratio 
of  100.00%,  and  a  distribution  of  individual  ratios  as  shown  in 
Table  4.  Twenty-seven  of  these  case  lines  had  individual  ratios 
falling  in  the  acceptable  region.  At  a  95%  confidence  level,  the 
percent  of  acceptable  cases  ranges  from  87.27%  to  58.66%.  At  the 
same  confidence  level,  the  percent  of  unacceptable  cases  ranges 


TABLE  3 


DISTRIBUTION  OF  USASAC  CASE  FILE  DATA  RATIOS 


RATIO  (%)  RANGE 

PERCENT  OF  RATIOS 

WITHIN  RANGES 

1 

0  -  9.9 

10  -  19.9 

1.9 

0  -  29.9 

30  -  39.9 

1.9 

40  -  49.9 

50  -  59.9 

60  -  69.9 

1.9 

70  -  79.9 

1.9 

80  -  89.9 

3.7 

90  -  99.9 

11.1 

100  -109.9 

57.4 

110  -119.9 

13.0 

120  -129.9 

130  -139.9 

3.7 

140  -149.9 

1.9 

150  -159.9 

over  236.73 

1.9 

Total  Case  Lines 

=  54 

Median  Ratio 

Weighted  Ratio 

Standard  Deviation 
of  Weighted  Ratio 


100.00% 

99.17% 

3.0366 
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TABLE  4.  DISTRIBUTION  OF  USASAC  "DATA  BASE"  DATA  RATIOS 


I - 

I  PERCENT  OF  RATIOS 

I  RATIO  (%)  RANGE  WITHIN  RANGES 

I _ _ _ 


0 

- 

9.9 

10 

- 

19.9 

20 

- 

29.9 

30 

- 

39.9 

2.7 

40 

- 

49.9 

50 

- 

59.9 

2.7 

60 

- 

69.9 

70 

- 

79.9 

2.7 

80 

- 

89.9 

10.8 

90 

- 

99.9 

16.2 

100 

- 

109.9 

56.8 

110 

- 

119.9 

5.4 

120 

- 

129.9 

130 

139.9 

2.7 

Total 

Case  Lines 

37 

Median  Ratio 

Weighted  Ratio 

Standard  Deviation 
of  Weighted  Ratio 


100.00% 

98.19% 

1.8952 


(4)  DSAA  Data:  The  distribution  of  individual  ratios 
is  shown  in  Table  5.  For  the  605  cases  having  major  items,  405 
had  individual  ratios  falling  in  the  acceptable  region.  At  a  95% 
confidence  level,  the  percent  of  acceptable  cases  ranges  from 
70.68%  to  63.20%.  At  the  same  confidence  level,  the  percent  of 
unacceptable  cases  ranges  from  5.72%  to  2.54%.  For  all  items  in 
the  file,  at  a  95%  confidence  level,  between  57.67%  and  54.57% 
were  acceptable  and  between  7.64%  and  6.08%  were  unacceptable. 
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TABLE  5.  DISTRIBUTION  OF  RATIOS  FOR  TOTAL  DSAA  FILE 


RATIO  (%) 

RANGE 

PERCENT  OF  RATIOS  WITHIN  RANGES 

MAJOR  ITEMS 

1  ALL  ITEMS 

0  -  9.9 

0.5 

1 

1  3.7., 

10  -  19.9 

1.2 

1  2.2 

20  -  29.9 

1.5 

1  2.0 

30  -  39.9 

1.3 

1  2.4 

40  -  49.9 

2.1 

1  3.0 

50  -  59.9 

2.6 

1  3.2 

60  -  69.9 

3.1 

1  3.9 

70  -  79.9 

3.8 

1  6.1 

80  -  89.9 

10.7 

1  10.5 

1 

90  -  99.9 

35.0 

1 

I  31.2 

100  -109.9 

31.9 

1  24.9 

1 

110  -119.9 

1.5 

1  2.6 

120  -129.9 

1.3 

I  1.3 

130  -139.9 

0.3 

1  0.8 

140  -149.9 

0.2 

1  0.5 

150  -159.9 

0.2 

1  0.4 

160  -169.9 

1  0.3 

170  -179.9 

0.2 

1  0.1 

180  -189.9 

1  0.2 

190  -199.9 

0.2 

1  0.1 

Over  200.0 

0.3 

1  0.6 

1 

Highest  Ratio 


328.12% 


1817.35% 


Total  Cases 


605 


3965 


Median  Ratio  98.76% 

Weighted  Ratio  93.39% 

Standard  Deviation  2.6980 

of  Weighted  Ratio 


97.53% 

70.42% 

6.7273 


Table  6  shows  the  correspondence  between  total  case  value  and 
individual  case  ratios  for  major  item  cases  (in  the  upper  portion) 
and  for  all  cases,  including  major  item  cases  in  the  lower  portion 
For  ex€unple,  of  all  the  major  item  cases,  24.01%  had  individual 
ratios  between  90%  and  110%  and  a  case  value  between  $10,000  and 
$99,999.  Also,  the  greater  proportion  of  cases  within  the  indi¬ 
vidual  ratio  ranges  had  a  value  between  $10,000  and  $99,999. 


TABLE  6.  DISTRIBUTION  OF  DSAA  CASES  BY  INDIVIDUAL 
RATIOS  WITHIN  FINAL  PRICE  RANGES 


I  INDIVIDUAL 
I  RATIO 
I  RANGES 


Major  Item 
Cases 

0  -  89.99% 
90  -  109.99% 
Over  110% 


51,000- 

9,999 


FINAL  PRICE  RANGES  _ -  _ 

$10, 000-  I  $100, 000-  1  Over  One  I  Total 
99,999  I  999,999  j  Million  $  I  Percent 


I  28.97 

I 

I  66.89 
I 

I  4.14 


1.49 

7.62 

1 

1 

11.26  1 

7.28 

3.97 

14.90 

1 

1 

1 

1 

24.01  1 

1 

19.21 

0.50 

1.32 

1 

1 

1.49  1 

0.66 

Total 

Percent 


5.96 


23.84 


36.76 


27.15 


1 

1  1 

All  Cases  I 

1 

0  -  89.99%  1  2.85 

1 

90  -  109.99%  110.19 

1 

Over  110%  1  1.13 

1  1 

1  1 

.9.51  1  14.22  1 

1  1 

17.37  1  17.83  1 

1  1 

2.72  1  2.24  1 

1 

1  1 

1 

Total  1 

1  1 
1  1 

Percent  114.17 

29.60  1  34.29  | 

18.43 


6.29  I  100.00  I 


3.51 


37.02 

56.13 

6.85 


100.00 


5.  Summary  of  Analyses;  The  data  indicates  that  the 
majority  of  the  initial  price  estimates  are  at  or  over  the  final 
price  charged  FMS  customers.  The  weighted  ratios  for  the  four 
sets  of  data  are  summarized  below  in  Tables  7  through  9. 

TABLE  7.  SUMMARY  OP  DATA  RATIOS 


WEIGHTED 

RATIOS 

1 

1  1 

1 

USASAC  1 

1  DSAA  1 

SAAC 

1  CASE 

DATA  1  DATA  BASE  DATA 

1  MAJOR  ITEMS  | 

1  I 

1  93.39  1 

1  1 

96.63 

1  1 
1  ALL  ITEMS  1 

1  70.42  1 

97.58 

99.17% 


TABLE  8.  SUMMARY  OF  CASES  OR  CASE  LINES  WITH  A  RATIO  UNDER  110% 


PERCENT  OP  WEIGHTED  RATIOS  UNDER  110% 


I  USASAC 


DSAA 

SAAC 

MAJOR  ITEMS 

ALL  ITEMS 

95.86 

93.15 

86.50 

83.30 

79.50% 


91.9% 


TABLE  9.  SUMMARY  OF  CASES  AND  CASE  LINES  WITH  RATIOS  BETWEEN 
90%  AND  110% 


PERCENT  OF  CASES  WITH  RATIOS  BETWEEN  90%  AND  110% 


DSAA 


1  MAJOR  ITEMS  I 
1  1 

1  66.90  1 

1  1 

63.80 

1  1 
1  ALL  ITEMS  1 

1  56.10  1 

52.50 

USASAC 

CASE  DATA 

1  DATA  BASE  DATA 

68.50% 

1  73.00%. 

1  -  "  ■ 

1  ■  ■ 

1 

I 


I 


±n  Table  iO.  Over  all  the  data  investigated,  at  a  95%  confidence 
level,  between  87.27%  and  51.03%  of  cases  or  case  lines  fell  within 
the  acceptable  region  and  between  31.11%  and  0.0%  fell  within  the 
clearly  unacceptable  region.  For  major  items  only  the  percent  within 
the  acceptable  region  ranged  from  87.27%  to  56.13%  and  the  percent 
in  the  unacceptable  region  ranged  from  31.11%  to  0.00%.  Other 
analyses  performed  to  determine  if  there  was  a  relationship  between 
the  ratio  and  other  case  factors  did  not  produce  any  significant 
results.  The  results  are  summarized  below  and  details  of  the 
analyses  may  be  seen  in  Appendix  D. 


TABLE  10.  PERCENT  OF  CASES  OR  CASE  LINES  IN  ACCEPTABLE 

AND  UNACCEPTABLE  REGIONS  (95%  CONFIDENCE  LEVEL) 


i 

1 

1 

1 

PERCENT  OF  CASES  OR  CASE 

LINES 

1 

1 

DATA 

SOURCE 

1 

ACCEPTABLE  REGION  | 
110%  >  WR  >  90%  1 

UNACCEPTABLE  REGION 
WR  >  110% 

■m 

1 

1 

DSAA  Major 

Items 

. f 

1 

1 

70.68 

r 

-  63.20  1 

5.72 

-  2.54 

i 

1 

1 

1 

1 

1 

SAAC  Major 

US AS AC  — 

Items 

1 

1 

1 

1 

1 

67.30 

-  60.26  1 

1 

1 

15.94 

-  10.92 

■- 

1 

1 

1 

Case  Data- 

Major 

1 

Items  1 

1 

87.27 

-  58.66  1 

16.91 

-  0.00 

» 

1 

1 

1 

1 

Data  Base 
Items 

Data  - 

1 

Major  1 

1 

1 

80.91 

-  56.13  1 

1 

31.11 

-  9.63 

1 

1 

1 

DSAA  All  Items 

1 

1 

1 

57.67 

-  54.57  1 

1 

7.64 

-  6.08 

SAAC  All  Items 


54.07  -  51.03 


18.26  -  15.94 


a.  For  MSC  ratios,  the  DSAA  and  SAAC  data  produced 


conflicting  results  as  can  be  seen  in  Table  11. 


TABLE  11.  COMPARISON  OF  DSAA  AND  SAAC  DATA  ANALYZED  BY  MSC 


MSC 

1  PERCENT  OF  DSAA  CASES 

T  MSC 

RATIOS  1 

DIFFERENCE 

SAAC-DSAA 

1  UNDER  1101 

1  90%  TO  110% 

I  DSAA 

SAAC  1 

TACOM 

1 

1  98.51 

1 

1  43.28 

1 

1  95.50 

r 

96.07  1 

0.57 

MI  COM 

1  100.00 

1  60.71 

1  76.81 

98.32  1 

21.51 

ARRCOM 

1  95.79 

1  72.63 

1  93.43 

93.64  1 

0.21 

GMPA 

1  93.48 

1  60.87 

1  85.66 

82.08  1 

-3.58 

CECOM 

1  92.31 

1  50.00 

1  70.66 

100.30  1 

29.64 

TSARCOM 

1  100.00 

1 

1  90.48 

1 

1  98.62 

1 

100.11  1 

1 

1.49 

Except  in  one  instance,  SAAC  data  showed  higher  ratios  than  DSAA 


data  for  all  MSCs. 

b.  The  country-ratio  relationship  produced  no  discernible 


pattern. 

c.  For  both  DSAA  and  SAAC  data,  the  weighted  ratios  have 
been  improving  since  1979.  This  increase  in  ratio  for  all  sample 
cases  could  be  an  indication  of  increasing  emphasis  on  the  accuracy 
of  the  price  estimates. 

d.  The  analysis  by  case  closure  date  showed  some  consis¬ 
tency  for  DSAA  and  SAAC  data  in  that  cases  closed  in  1981 

had  a  higher  ratio  than  for  1980  or  1982,  but  the  significance  of 

this  is  not  known. 

e.  No  clear  relationship  exists  between  unit  price  and 
ratio.  Over  80%  of  the  SAAC  case  line  items  were  priced  at  $10,000 
or  less. 

.  f.  The  same  analysis  as  in  paragraph  e  above  for  case 

line  costs  did  not  show  a  definite  break  point.  Under-pricing 


appears  to  occur  primarily  among  case  lines  costing  $10,000.00  or 
less.  Over  70%  of  the  SAAC  case  lines  were  priced  at  $100,000  or 
less. 


g.  Case  duration  appears  to  have  an  impact  on  the  ratio. 
The  greater  the  duration,  the  lower  the  ratio.  This  cannot  be  ex¬ 
plained  unless  the  difficulty  of  projecting  inflation  mor£  than 
one  year  in  the  future  coupled  with  the  mandated  use  of  the  low 
OSD  inflation  indices  may  have  caused  MSC  personnel  to  over  compen¬ 
sate  with  higher  initial  estimates  for  cases  with  expected  long 
duration.  Over  70%  of  the  cases  were  completed  in  3  years  or  less. 

h.  There  is  a  statistical  difference  between  the  ratios 
for  classified  and  unclassified  cases.  The  small  sample  of  classi¬ 
fied  cases  showed  a  weighted  ratio  of  97.99%  compared  to  70.42% 
for  all  unclassified  cases.  The  median  individual  ratio,  however, 
was  much  closer,  99.98%  for  classified  compared  to  97.53  for  un¬ 
classified.  Presumably  the  classified  cases  would  be  monitored 
more  closely  than  the  unclassified  cases.  Classified  cases  were 
not  included  in  the  DSAA,  SAAC,  or  USASAC  data.  The  findings 
would  not  change  perceptibly  if  classified  data  had  been  included 
since  only  0.6%  of  the  DSAA  cases  were  classified. 

6.  High  Difference  Cases:  It  was  a  matter  of  interest  to 
establish  the  reasons  for  the  large  differences  between  the  estirtiat-e  . 
and  final  price  seen  in  the  above  sections.  This  type  of  work  had 
recently  been  performed  by  USASAC-0  (Ref  12)  and  their  findings 
are  synopsized  here. 
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a.  The  USASAC-0  research  investigated  29  cases  that  had 
experienced  at  least  a  10%  difference  (Ratio  >110%  or  <90%)  and  or 
other  price  related  problems.  Retired  or  rescinded  cases  were  not 
considered  nor  were  those  where  price  problems  arose  because  of 
transportation  costs.  The  cases  in  the  sample  were  discussed  with 
responsible  MSG  personnel  to  determine  the  reasons  for  the  differ¬ 
ences.  The  reasons  fell  into  9  categories  (factors).  For  each 
case  a  prime  reason  (category)  and  a  secondary  or  contributing 
reason  were  determined.  Factor-Comparison  matrices  were  used  to 
analyze  the  frequency  and  relative  importance  of  the  factors  for 
the  cases.  Table  12  shows  the  factors  and  their  incidence  by  MSG. 


TABLE  12.  SUMMARY  MATRIX  OF  CAUSES  OF  PRICING  VARIANCES 
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b.  The  ranking  and  frequency  of  the  factors  may  be 


seen  in  Table  13. 


TABLE  13.  VARIANCE  FACTOR  RANKING 


FACTOR 

RANKING 

1 

VARIANCE  FACTOR 

1 

1  PRIME 
IFREQ 

1  1 SECON- 

1  Idary 

1  %  1  FREQ 

1  lOVER-l 

1  1  ALL  1 

1  %  iFREQ  1  % 

1 

Inflation 

1 

1  5 

1  r 

I  17. 2l 

18 

1  I  1 

142.81  23  1  32.4 

2 

Time  Lag 

1  3 

1  10.31 

7 

116.41  10  1  14.1 

3 

Supply  Source  Change 

1  4 

1  13.81 

4 

1  9.5|  8  1  11.3 

4 

AMDF  Used 

1  4 

I  13.81 

4 

1  9.51  8  1  11.3 

5 

Producer  Problems 

1  4 

1  13.81 

2 

1  8.4l  6  1  8.4 

6 

Pricing  Error/Omission 

1  4 

1  13.81 

1 

1  2.4|  5  1  7.0 

7 

Customer  Peculiar  Req 

1  1 

1  3.5| 

4 

1  9.51  5  1  7.0 

8 

Not  an  EOQ 

1  3 

1  10.31 

1 

1  2.4|  41  5.6 

9 

Configuration  Change 

t  1 

1 

1  3.5| 

1  1 

1 

1  2.4|  2  1  2.8 

1  1  1 

c.  Inflation  appeared  to  be  the  dominant  factor  but  further 
analysis  indicated  that  it  was  generally  not  the  problem  that 
originated  the  difference.  It  became  a  cause  as  a  result  of  some 
other  factor  creating  a  time  delay  necessitating  the  use  of  inflation 
indices.  For  this  reason,  the  factor  "time  lag"  became  dominant. 

7.  Work  by  Snow  and  Izzi;  In  1975  Snow  and  Izzi  of  the 
Logistics  Studies  Office  (Ref  1)  performed  a  price  variance  analysis 
of  280  cases,  randomly  selecting  one  identifiable  line  item  from 
each  case  for  unit  price  analysis.  They  found  that  overall,  the 
initial  price  estimates  were  slightly  lower  (weighted  ratio  of  "102V)  - 
than  the  final  billed  price,  but  still  within  the  +  10%  limit. 

Table  14  illustrates  their  findings. 


TABLE  14.  RATIOS  RESULTING  FROM  WORK  BY  SNOW  AND  IZZI 


MATERIEL 

CATEGORY 


AMMUNITION 

WEAPONS 

ENGINEER  EQPMT 

AIRCRAFT 

MISSILES 

ELECTRONICS 

T ANK / AUTOMOT I VE 


COMMODITY 

COMMAND 

WEIGHTED 

RATIO 

ARRCOM 

98% 

ARRCOM 

105% 

TSARCOM 

98% 

TSARCOM 

100% 

MICOM 

101% 

CECOM 

103% 

TACOM 

106% 

TOTAL 

102% 

VII.  Findings  and  Conclusions. 

A.  The  FMS  prices  estimated  by  the  MSCs  can  and  are  being 
improved.  There  is  a  limit  to  the  improvements  that  can  be  made 
to  the  estimating  process  under  the  existing  regulatory  and  legal 
constraints.  The  following  improvements,  some  of  which  are  being 
implemented  by  individual  subordinate  commands  will  insure  better 
estimates. 

1.  Automation  of  the  estimating  process  will  eliminate 
most  of  the  mathematical  errors  that  still  occur  and  will  standardize 
the  process  and  increase  the  objectivity  of  the  estimates.  Manage¬ 
ment  reports  from  the  systems  will  provide  visibility  of  cases  as 
they  are  developed  and  executed. 

2.  Indexing  is  used  as  necessary  in  the  estimating 
process.  Historic  indices,  used  to  bring  an  old  price  up  to  date 
appear  to  be  adequate.  However,  the  OSD  inflation  indices  that 


the  MSCs  ax  mandated  to  use  for  price  projections  ^re  not  realistic 
More  realific  inflation  indices  should  be  developed  and  dissemi¬ 
nated  by  HCDARCOM. 

3.  The  Special  Defense  Acquisition  Fund  (SDAF)  should 
Increase  tie  responsiveness  and  improve  price  estimates  on  some  of 
the  foreigi  customer  high  demand  items. 

4.  Price  estimates  could  be  improved  if  potential 
producers  could  be  contacted  legally  for  firm  price  estimates.  The 
Army  Procurement  Pamphlet  (APP)  and  Defense  Acquisition  Regulation 
(DAR)  must  be  modified  to  accommodate  this  approach. 

5.  Quoting  a  fixed  price  to  those  customers  who 
requested  to  do  business  in  this  way  would  insure  accurate  price 
estimates  for  these  cases. 

6.  The  management  reserve  concept  has  merit  in  those 
cases  where  the  initial  price  estimate  is  known  to  have  a  high 
degree  of  uncertainty.  The  advantages  of  this  concept  for  both 
the  customer  and  the  USG,  outweigh  the  disadvantages. 

7.  The  analysis  of  recently  closed  cases  indicated 

that  in  a  majority  of  major  item  cases  (over  60%)  the  final  price 
is  between  90%  and  110%  of  the  estimated  price  and  that  in  over 
85%  of  the  cases  the  estimates  are  under  110%  of  the  final  price. 
VIII.  Recommendations .  *  ~ 

A.  The  Foreign  Military  Sales  process  should  be  automated 
at  all  MSCs. 

B.  DARCOM  seek  approval  to  use  inflation  indices  that  are 
more  realistic  than  the  currently  mandated  OSD  indices. 


C.  The  DAR  must  be  amended  to  permit  MSCs  to  solicit  firm 
prices  from  contractors. 

D.  Customers  should  be  given  the  option  of  a  fixed 
price  on  the  items  they  wish  to  purchase. 

E.  A  Management  Reserve  should  be  used  for  those  case 
lines  where  little  or  no  historic  pricing  information  is  available 

F.  USASAC-M  be  charged  with  preparing  a  quarterly 
performance  report  based  on  the  ratio  of  final  price  to  originally 
quoted  price  to  keep  abreast  of  MSC  and  total  Army  estimating 
performance. 
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10.  CHECKLIST  TO  ENSURE  THAT  ADD-ON  COSTS  ARE  IN  PRICES. 


RECOHHENDATIONS 


PERFORM  ECONOMIC  ANALYSIS  AND  ADJUST  THE  $5  MILLION  THRESHOLD. 


1.  other  Analyses.  The  analyses  in  this  section  were  performed 
to  determine  if  some  case  or  case  line  parameter  could  give  an 
indication  of  the  acceptability  of  the  initial  estimate.  The 
parameters  investigated  included  the  MSC  executing  the  case,  the 
customer  country,  the  year  in  which  the  case  was  initiated  and 
completed,  the  unit  cost  of  the  case  line  item,  the  value  of  the 
case  line,  the  duration  of  the  case,  and  the  security  classifica¬ 
tion  of  the  case. 

a.  By  Major  Subordinate  Command; 

(1)  The  first  four  digits  of  the  National  Stock  Number 
(NSN)  for  an  item  of  equipment  is  the  Federal  Supply  Classification 
(FSC)  Code.  Army  Regulation  708-1  (Ref  11)  identifies  a  Primary 
Inventory  Control  Activity  (PICA)  with  each  FSC  and,  in  turn,  a 
major  subordinate  command  with  each  PICA.  These  relationships 
were  used  to  approximate  MSC  pricing  performance  because  neither 
the  DSAA  nor  SAAC  data  directly  referenced  the  responsible  subordi¬ 
nate  command  for  the  item  or  case.  This  analysis  was  performed  to 
determine  if  there  is  a  perceptible  difference  between  the  ratios 
for  the  various  MSCs  as  represented  by  the  FSC-PICA-MSC  relationship. 
The  PICA  code  and  MSC  counterparts  are  as  follows; 

AZ  TACOM  USA  Tank -Automotive  Command 

BD  MICOM  USA  Missile  Command 

BF  ARRCOM  USA  Armament  Materiel  Readiness  Command 
CL  CECOM  USA  Communications-Electronics  Command 

CT  TSARCOM  USA  Troop  Support  and  Aviation  Materiel  Readiness 

Command 

USA  General  Materiel  and  Petroleum  Activity 


CD  GMPA 


(2)  DSAA  Data;  The  file  of  cases  containing  major  items 
was  reduced  to  594  records  by  removing  11  records  with  FSC  that 
could  not  be  identified  with  an  MSC.  Table  D1  below  shows  the 
results  of  analyzing  this  file.  The  first  column  identifies  the 
MSC  through  the  PICA  and  FSC.  The  second  column  shows  the  number 
of  different  PSCs  that  comprised  the  case  line  sample  for  the  MSC. 

The  third  column  represents  the  percent  of  cases  that  were  identified 
with  that  MSC.  The  fourth  column  is  the  weighted  ratio  of  the 
summed  final  to  the  summed  initial  case  values  and  the  last  column 
shows  the  standard  deviation  of  the  weighted  ratio. 

TABLE  Dl.  DSAA  RATIOS  AND  SALES  BY  MSC 


TABLE  D2.  DSAA  DATA  DISTRIBUTION  OF  RATIOS  BY  MSC 


RATIO  (%) 
RANGE 


9.9 

0  -  19.9 

0  -  29.9 

0  -  39.9 

0  -  49.9 

0  -  59.9 

0  -  69.9 

0  -  79.9 

0  -  89.9 

0  -  99.9 

0  -  109.9 
0  -  119.9 
0  -  129.9 
0  -  139.9 
0  -  149.9 
0  -  159.9 
0  -  169.9 
0  -  179.9 
0  -  189.9 
0  -  199.9 

283.77 

328.119 


PERCENT  OF  RATIOS  WITHIN  RANGES  BY  MSC 


TACOM  MI COM 


1 

3.6 

1.5  1 

3.6 

1.5  1 

3.6 

4.5  1 

1.5  1 

10.7 

10.4  1 

7.1 

35.8  1 

10.7 

20.9  1 

25.0 

22.4  1 

35.7 

ARRCOM 

1  GMPA 

CECOM 

.3 

1  4.3 

1.1 

1  2.2 

3.8 

1.3 

1  4.3 

1.9 

0.8 

1  4.3 

1.9 

1.6 

1  6.5 

3.8 

1.3 

1  4.3 

11.5 

3.4 

3.8 

5.0 

1  2.2 

7.7 

8.4 

1  4.3 

7.7 

41.6 

1  39.1 

26.9 

31.1 

1  21.7 

23.1 

1.6 

1  4.3 

1.9 

1.8 

1.9 

0.3 

1  2.2 

0.3 

TSARCOM 


4.8 

4.8 

7.6 

42.9 


(3)  SAAC  Data;  As  for  the  DSAA  data,  SAAC  does  not  at 
present  provide  information  with  which  the  item  can  be  linked  to 
the  responsible  subordinate  command.  The  same  FSC-PICA-MSC  re¬ 
lationship  was  used  to  approximate  MSC  performance.  FSCs'  for  five 
case  lines  could  not  be  identified  and  were  not  included.  The 
results  of  the  analysis  may  be  seen  in  Table  D3 . 


TABLE  D3.  SAAC  RATIOS  AND  SALES  BY  MSC 


— 

Tpercent  of]  r 

1  CASE 

1  WEIGHTED  1 

STANDARD 

MSC 

FSCs 

1  LINES 

1  RATIO  1 

DEVIATION 

TACOM 

4 

1  17.18 

1  r 

1  96.07%  1 

3.0125 

MI  COM 

10 

1  4.65 

1  98.32%  1 

5.1003 

ARRCOM 

23 

1  26.48 

1  93.64%  1 

4.5580 

GMPA 

14 

1  18.95 

1  82.08%  1 

11.0024 

CECOM 

15 

1  31.41 

1  100.30%  1 

3.5714 

TSARCOM 

5 

1  1.83 

1  100.11%  1 

1  1 

16.9149 

Total  Case  Lines  710 


Tliis  Table  can  be  interpreted  the  same  as  Table  D1 .  The  MSC  ratios 
in  Tables  Dl  and  D3  are  different  for  the  same  MSC.  This  is  attri¬ 
butable  to  the  different  cases  in  the  two  data  bases.  The  distri¬ 
bution  of  individual  ratios  for  each  MSC  may  be  seen  ir.  Table  04. 
b.  By  Country: 

(1)  DSAA  Data;  The  tabulation  in  Table  D5  was  made  to 
determine  if  any  conclusions  could  be  drawn  from  the  weighted  ratio 
of  combined  cases  for  a  country.  In  order,  the  information  provided 
is  country  code  (see  the  Military  Assistance  and  Sales  Manual 
[MASM])(Ref  3),  number  of  cases  in  the  file  for  that  country,  the 
ratio  of  the  summed  final  case  costs  to  the  summed  initial  case 
costs.  Note  that  this  data  is  by  total  case  value  and  only  for 
those  cases  that  contain  major  items. 


TABLE  D4.  SAAC  DATA  DISTRIBUTION  OF  RATIOS  BY  MSG 


RATIO  {%) 
RANGE 

1 - 

1  PERCENT  OF 

RATIOS  WITHIN 

RANGES  BY 

MSC 

1  TACOM  1 

MI COM  1 

ARRCOM 

GMPA 

1  CECOM 

T 

TSARCOM 

0 

9.9 

“1  r 

1  0.8  1 

r 

1 

0.5 

1.5 

1 

T 

1 

10 

-  19.9 

1  0.8  1 

1 

6.9 

1  0.4 

1 

20 

-  29.9 

1  1 

3.0  1 

0.5 

2.3 

1  0.9 

1 

30 

-  39.9 

1  0.8  1 

3.0  1 

0.5 

3.1 

1  0.9 

40 

-  49.9 

1  1 

3.0  1 

1.1 

3.1 

1  2.2 

1 

50 

-  59.9 

1  0.8  1 

1 

1.1 

2.3 

1  2.2 

1 

60 

-  69.9 

1  1.6  1 

3.0  1 

1.6 

3.8 

1  5.4 

1 

70 

-  79.9 

1  3.3  1 

12.1  t 

8.0 

1.5 

1  4.0 

1 

80 

-  89.9 

1  13.1  1 

18.2  1 

5.9 

6.1 

1  5.8 

1 

90 

-  99.9 

1  23.8  1 

6.1  1 

23.9 

27.5 

1  26.9 

1 

15.4 

100 

-  109.9 

1  48.4  1 

48.5  1 

44.1 

25.2 

1  35.9 

1 

61.5 

110 

-  119.9 

1  1.6  1 

1 

3.2 

0.8 

1  3.1 

1 

120 

-  129.9 

1  0.8  1 

1 

3.2 

1  3.6 

1 

130 

-  139.9 

1  0.8  ( 

1 

2.1 

1.5 

1  2.2 

1 

140 

-  149.9 

1  0.8  1 

1 

1.1 

1.5 

1  1.8 

1 

7.7 

150 

-  159.9 

1  0.8  1 

3.0  1 

1  0.4 

1 

160 

-  169.9 

1  1 

1 

0.8 

1  1.3 

1 

170 

-  179.9 

1  1 

1 

0.5 

0.8 

1 

1 

180 

-  189.9 

1  1 

1 

1.1 

5.3 

1 

1 

190 

-  199.9 

1  1 

1 

0.5 

0.8 

1 

1 

7.7 

Over  200 

1  1.6  1 

1  1 

1 

1 

1.1 

5.3 

1  2.7 

1 

1 

1 

7.7 

1  r 

Total  Case  Lines  I  122  I 

1  1 

1 

33  1 

1 

188 

131 

1  223 

1 

~T 

1 

1 

13 

(2)  SAAC  Data;  An  identical  analysis  was  perforned  on 
this  data.  The  ratios  in  the  table  are  derived  from  case  line 
values,  without  add-on  charges.  See  Table  D5. 

(3)  The  DSAA  and  SAAC  ratios  are  not  comparable  since 
different  cases  were  represented  by  the  different  sets  of  data. 


TABLE  D5.  SAAC  AND  DSAA  RATIOS  BY  COUNTRY  CODE 


COUNTRY 

n 

1  SAAC 

r 

1 

DSAA 

ICASE  LINES 

1  RATIO 

1 

CASES 

1  RATIO 

AR 

1 

1  12 

1 

1  72.00 

1 

1 

17 

“1 

1  93.72 

AT 

I  5 

1  97.39 

1 

29 

1  88.10 

AU 

1  7 

1  91.60 

1 

5 

1  85.97 

BA 

1 

1 

1 

1 

1  98.77 

BE 

1  3 

1  82.92 

i 

7 

1  99.03 

BL 

1 

1 

1 

3 

1  109.65 

BM 

1 

1 

1 

3 

1  100.00 

BR 

1  5 

1  94.87 

1 

5 

1  99.67 

BX 

1 

1 

1 

1 

1  99.99 

CN 

1  9 

1  99.85 

1 

18 

1  89.04 

CO 

1  2 

1  97.24 

1 

4 

1  94.23 

cs 

1 

1 

1 

2 

1  84.58 

cx 

1  23 

1  95.92 

1 

4 

1  71.12 

DE 

1  4 

1  99.07 

1 

13 

1  101.75 

EC 

I  7 

1  109.95 

1 

11 

1  95.33 

EG 

1 

1 

1 

1 

1  92.21 

El 

1  1 

1  100.00 

1 

1 

ES 

1  3 

1  94.86 

1 

4 

!  105.87 

FR 

1  1 

!  127.71 

1 

1 

GB 

1 

1 

1 

1 

1  100.00 

GR 

1  15 

1  98.65 

1 

48 

1  91.18 

GT 

1  5 

1  93.30 

1 

12 

1  87.45 

GY 

1  4 

1  92.09 

1 

10 

1  91.12 

HA 

1 

1 

1 

1 

1  100.00 

HO 

1  3 

1  100.00 

1 

9 

I  86.86 

ID 

1  2 

1  78.36 

1 

1 

1  96.63 

IN 

1 

1 

1 

1 

1  90.46 

IR 

1  119 

1  93.26 

1 

30 

1  50.06 

IS 

1  86 

I  98.54 

1 

32 

1  94.61 

IT 

1  9 

1  46.00 

1 

7 

1  60.82 

JA 

1  7 

1  98.95 

1 

4 

1  97.69 

JO 

1  30 

1  99.74 

1 

10 

1  79.47 

K6 

1  1 

1  32.14 

1 

1 

1  32.38 

KS 

1  46 

1  80.53 

I 

74 

I  97.55 

KU 

1  5 

I  102.46 

1 

1 

1  102.19 

LE 

1  8 

1  71.91 

1 

2 

1  '  9'9.78 

LI 

1 

1 

1 

5 

I  72.80 

LX 

1  4 

1  105.12 

1 

1 

MF 

1 

1 

1 

1 

1  94.14 

MO 

1  15 

1  102.78 

1 

1 

1  88.11 

MU 

1  1 

1  74.14 

1 

1 

1  99.43 

N4 

1  3 

1  65.99 

1 

10 

1  48.94 

1 

1 

1 

( continued) 

TABLE  D5.  SACC  AND  DSAA  RATIOS  BY  COUNTRY  CODE  (continued) 


COUNTRY 

T  r 

1  SAAC  1 

DSAA 

ICASE  LINES 

1  RATIO  1 

CASES 

RATIO 

NE 

1 

I  4 

1  r 

1  82.10  1 

14 

78.28 

NO 

I  5 

1  100.00  1 

6 

99.92 

NU 

I 

1  1 

2 

93.57 

NZ 

I 

1  1 

11 

96.34 

PA 

I 

1  1 

1 

88.48 

PE 

I  11 

1  87.02  1 

PI 

1  2 

1  109.58  1 

12 

86.34 

PK 

1  2 

1  94.64  1 

5 

95.57 

PN 

I 

1  1 

8 

92.11 

PT 

1  3 

1  94.86  1 

3 

90.27 

SI 

1  20 

1  100.54  1 

SN 

1  4 

(  100.73  1 

14 

93.20 

SP 

1  41 

1  95.44  1 

13 

89.07 

SR 

1  17 

1  87.66  1 

6 

104.49 

SU 

1  2 

1  87.54  1 

3 

54.20 

SW 

1  1 

1  100.00  1 

4 

67.17 

SZ 

1  14 

1  103.29  1 

6 

78.21 

TC 

1 

1  1 

1 

114. 55 

TH 

1  28 

!  93.66  1 

45 

93.96 

TK 

1  4 

1  102.29  1 

5 

98.88 

TU 

1 

1  1 

4 

99.73 

TW 

1  68 

1  101.84  I 

28 

98.71 

UK 

1  1 

1  100.00  1 

16 

95.78 

VE 

1  38 

1  106.94  1 

2 

94.36 

YE 

1 

1  1 

5 

92.77 

YU 

1 

1 

1  1 

1  1 

1 

100.71 

I 

I 


Total  715 


605 


(4)  There  are  no  perceptible  relationships  between 
country  and  ratio. 

c.  By  Case  Initiation  Date; 

(1)  DSAA  Data;  An  analysis  was  made  of  the  case  initia 
tion  year  and  the  weighted  ratio  for  all  cases  in  the  data  file 
that  contained  major  items  and  were  initiated  in  that  year.  The 


results  are  shown  below  in  Table  D6.  The  first  column  shows  the 
case  initiation  year,  the  second  column  shows  the  percent  of  cases 
in  the  seunple  that  were  initiated  in  the  year  in  the  first  column, 
the  third  column  shows  the  weighted  ratio  and  the  last  column  the 
standard  deviation  of  the  weighted  ratio. 


TABLE  D6.  DSAA  RATIOS  BY  YEAR  IN  WHICH  CASE  INITIATED 


YEAR 

PERCENT r 
OF  1 
CASES  1 

WEIGHTED 

RATIO 

i  STANDARD 

1  DEVIATION 

1972 

r 

0.16  1 

95.29 

1 

1973 

NONE  I 

1974 

NONE  1 

1975 

0.16  1 

100.00 

1976 

21.98  1 

97.59 

1  5.3063 

1977 

37.69  1 

89.80 

1  3.7921 

1978 

15.04  1 

94.05 

1  2.9557 

1979 

13.55  1 

91.42 

1  2.0459 

1980 

8.60  1 

96.56 

1  6.6432 

1981 

2.81  1 

1 

98.31 

1  5.8410 

The  ratios  for  the  case  initiation  years  are  too  irregular  to  draw 
any  conclusions  from  this  analysis,  though  the  ratio  improved  in 
the  three  most  recent  years  of  data. 

(2)  SAAC  Data;  An  identical  analysis  was  performed  on  the 


SAAC  data.  See  Table  D7. 


TABLE  D7.  SAAC  RATIOS  BY  YEAR  IN  WHICH  CASE  LINE  INTIATED 


r 

1 

YEAR  1 

PERCENT 

OF 

CASE  LINES 

1 - 

1  WEIGHTED 

1  RATIO 

STANDARD 

DEVIATION 

r 

1970  1 

0.56 

1 - 

1  99.29% 

40.8764 

1971  1 

5.03 

1  97.82% 

26.3348 

1972  1 

12.17 

1  101.29% 

1.0786 

1973  1 

12.59 

1  96.69% 

4.8650 

1974  1 

15.66 

1  99.04% 

6.0955 

1975  1 

17.62 

1  95.29% 

3.7234 

1976  1 

9.09 

1  88.36% 

1.5351 

1977  1 

10.63 

!  83.54% 

4.7125 

1978  1 

2.94 

1  90.33% 

8.5841 

1979  1 

4.90 

1  92.15% 

1.6052 

1980  1 

5.17 

1  99.39% 

13.7328 

1981  1 

1 

3.64 

1  100.25% 

1 

13.8518 

iNote  that  the  ratios  have  increased  for  the  last  five  years  through 
1981. 

d.  By  Case  Closure  Date; 

(1)  DSAA  Data;  An  analysis  was  made  of  the  cases  with 
major  items  to  determine  if  there  was  a  relationship  between  closure 
year  and  weighted  ratio.  The  year  that  the  case  was  closed  out 
was  used  to  establish  a  ratio  for  each  year.  The  results  of  this 
analysis  are  shown  in  Table  D8. 


TABLE  D8.  DSAA  RATIOS  FOR  YEAR  IN  WHICH  CASE  CLOSED 


YEAR 

PERCENT  1 
OF  1 
CASES  1 

1 

WEIGHTED  ! 
RATIO  1 

STANDARD 

DEVIATION 

1977 

1 

0.17  1 

100.00  1 

1978 

5.62  1 

100.00  1 

0.0052 

1979 

19.34  ! 

95.29  1 

4.6934 

1980 

19.83  1 

89.92  1 

2.9612 

1981 

29.42  1 

94.17  1 

5.0284 

1982 

25.62  1 

1 

93.25  1 

3.4009 

There  is  no  apparent  relationship  between  closure  year  and  ratio. 

(2)  SAAC  Data;  A  similar  analysis  was  made  of  the  SAAC 
data.  The  results  are  tabulated  below  in  Table  D9. 


TABLE  D9.  SAAC  RATIOS  FOR  YEAR  IN  WHICH  CASE  LIME  CLOSED 


- r 

t 

YEAR  1 

PERCENT 

OF 

CASES  LINES 

T' 

I  WEIGHTED 

1  RATIO 

'r 

1 

1 

STANDARD 

DEVIATION 

r 

1980  1 

1 

1.26 

1 

1  81.72 

1 

T~ 

1 

1 

35.4030 

1 

1981  1 

1 

15.10 

1 

1  100.26 

1 

1 

1 

1 

2.0561 

1 

1982  1 

1 

83.64 

1 

1  96.05 

1 

1 

I 

1 

2.9000 

No  new  conclusions  can  be  drawn  from  the  results, 
e.  By  Unit  Cost; 

SAAC  Data;  Ranges  of  case  line  unit  costs  were  analyzed 
to  determine  if  a  discernible  pattern  of  cost  versus  ratio  could 
be  found.  The  results  may  be  seen  in  Table  DIO.  Dollar  unit  cost 
ranges,  distribution  of  case  lines,  weighted  ratio  and  standard 
deviation  of  weighted  ratio  are  shown. 


TABLE  DIO.  SAAC  UNIT  COST  DISTRIBUTION  AND  RATIOS 


1  CASE 

1  DOLLAR  UNIT 

LINE 

COST  RANGE 

T 

1 

PERCENT  OF  1 
CASE  LINES  1 

WEIGHTED 

RATIO 

STANDARD 

DEVIATION 

1  .001 

1.000 

T 

1 

0.84  1 

102.19 

6.9275 

1  1.001 

10.000 

1 

2.38  1 

85.41 

12.3739 

1  10.001 

100.000 

1 

13.85  1 

94.93 

7.8831 

\  100.001 

1,000.000 

1 

35.80  1 

97.81 

3.3750 

1  1,000.001 

10,000.000 

1 

29.09  1 

94.58 

2.8575 

1  10,000.001 

100,000.000 

1 

15.10  I 

96.35 

3.4462 

1  100,000.001 

1,000,000.000 

1 

2.80  1 

101.98 

14.0558 

1  1,000,000.001 

10,000,000.000 

1 

1 

0.14  1 

100.14 

• 

No  clear  relationship  exists  between  unit  price  and  ratio, 
f .  By  Case  Line  Cost; 

SAAC  Data;  This  analysis  is  similar  to  that  in  (e)  above. 
The  results  may  be  seen  in  Table  Dll  below. 

TABLE  Dll.  SAAC  CASE  LINE  COST  DISTRIBUTION  AI'JD  RATIOS 


DOLLAR  CASE 

LINE 

COST  RANGE 

T 

1 

PERCENT  OF  1 
CASE  LINES  1 

WEIGHTED 

RATIO 

I  STANDARD 

1  DEVIATION 

.001 

1.000 

T 

1 

0.00  1 

0.00 

1 

1.001 

- 

10.000 

1 

0.00  1 

0.00 

1 

10.001 

- 

100.000 

1 

1.82  1 

18.56 

(  30.2306 

100.001 

- 

1,000.000 

1 

13.99  1 

59.48 

1  12.5233 

1,000.001 

- 

10,000.000 

1 

32.31  1 

65.52 

1  26.5294 

10,000.001 

- 

100,000.000 

1 

25.59  1 

91.57 

1  5.8939 

100,000.001 

1 

,000,000.000 

1 

17.20  1 

95.33 

1  2.9129 

1,000,000.001 

10 

,000,000.000 

1 

7.13  1 

95.73 

1  1.5250 

10,000,000.001 

-  100 

,000,000.000 

1 

1 

1.96  1 

97.97 

1  6.2658 

The  weighted  ratios  for  case  lines  valued  at  over  $10,000  show  an 
upward  trend  suggesting  that  the  estimates  for  higher  valued  lines 
are  better  than  those  for  low  valued  lines. 


(1)  DSAA  Data;  To  determine  if  there  was  a  perceptible 
relationship  between  the  duration  of  a  case  and  the  resulting  weighted 
ratio,  the  difference  between  the  case  closure  year  and  the  case 
initiation  year  (span)  were  computed.  The  weighted  ratio  was  then 
computed  for  each  span.  The  year  spans  ranged  from  0  to  10  years 
with  the  majority  of  cases  lasting  3  years  or  less.  Two  analyses 
were  made  and  compared.  First  for  the  total  file  (including  major- 
items)  ,  then  for  the  subset  of  that  file  that  contained  only  major 
items.  For  both  analyses,  those  cases  where  the  initial  or  final 
case  value  was  unavailable  were  excluded.  The  results  may  be  seen 
in  Table  D12. 


TABLE  D12.  DSAA  RATIOS  AS  A  FUNCTION  OF  YEARS  3ETWE::':  JAf ' 

INITIATION  AND  CASE  CLvOSURE 


CASE 

DURATION 

(YEARS) 

“f 

1 

r 

MAJOR  ITEMS  1 

TOTAL  FILE 

1  PERCENT  OF 
1  CASES 

1  WEIGHTED 

1  RATIO 

STANDARD 

DEVIATION 

PERCENT 

CASES 

OF  1  WEIGHTED 
1  RATIO 

1  ST.ANDARD 

1  DEVIATION 

0 

1 

0.17 

1 - 

I  101.73 

0.35 

1  92.27 

1  6.3971 

1 

1 

11.40 

1  95.24 

1.7369 

14.50 

1  84.42 

1  5.7824 

2 

1 

31.90 

1  93.39 

2.6955 

33.27 

1  56.19 

1  25.0535 

3 

1 

24.96 

1  92.56 

4.2063 

28.19 

1  76.47 

1  5.2510 

4 

1 

18.02 

1  88.56 

3.0353 

15.43 

1  71.47 

1  5.9897 

5 

1 

10.58 

1  96.94 

6.5880 

6.95 

1  70.67 

1  9.3919 

6 

1 

2.81 

1  86.05 

5.4196 

1.44 

1  77.79 

I  6.5236 

7 

1 

NONE 

1  - 

- 

1 

! 

8 

1 

NONE 

1 

- 

1  - 

1 

9 

1 

NONE 

1  — 

1  - 

1  - 

10 

1 

1 

0.17 

1  95.29 

1 

— 

0.03 

1  95.29 

1 

1 

I  TOTAL  CASES  I  605 


(2)  SAAC  Data;  An  identical  analysis  was  made  on  SAAC 
major  item  data.  The  results  may  be  seen  in  Table  D13. 


TABLE  D13.  SAAC  RATIOS  AS  A  FUNCTION  OF  YEARS  BETWEEN  CASE 
INITIATION  AND  CASE  CLOSURE 


CASE  LINE 
DURATION 

1  PERCENT  OF 

1  CASE  LINES 

1  WEIGHTED 

1  RATIO 

1  STANDARD 

1  DEVIATION 

0 

“! 

1  0.00 

1  0 

1 

1  3.78 

1  100.34 

1  13.4712 

2 

1  5.03 

1  99.19 

1  13.9640 

3 

1  4.90 

1  92.14 

1  1.6052 

4 

1  3.36 

1  89.56 

1  6.1034 

5 

1  11.33 

1  82.62 

1  5.7331 

6 

1  14.83 

1  95.72 

1  3.3454 

7 

1  12.31 

1  90.40 

1  7.4097 

8 

1  16.78 

1  99.37 

1  6.0139 

9 

1  14.83 

1  97.09 

1  3.0203 

10 

1  7.27 

1  105.41 

1  5.0385 

11 

1  5.03 

1  97.82 

1  26.3348 

12 

1  0.56 

1 

1  99.29 

1  40.8764 

TOTAL  CASE  LINES  715 


No  apparent  conclusions  can  be  drawn  from  this  analysis, 
h .  Classified  and  Unclassified  Data; 

(1)  In  some  FMS  cases  the  type  of  materiel  and  quantity 
purchased  are  classified.  DSAA  data  was  used  to  determine  if 
there  was  a  perceptible  difference  between  classified  data  and 
unclassified  data  price  ratios.  Classified  data  was  excluded  from 
data  requests  to  Insure  that  the  final  report  would  be  unclassified 
and  on  the  assumption  that  there  is  no  price  ratio  dependence  on 
the  classification  of  the  data.  The  classified  cases  represented 


0.6%  of  the  total  file. 


^2)  The  initial  and  final  prices  for  23  classified 


cases  were  examined.  The  case  line  items  were  a  mixture  of  services 
and  major  and  secondary  items.  Total  case  prices  were  used.  The 
weighted  ratio  for  all  23  cases  was  97.99%.  The  range  of  individual 
ratios  was  from  69.10%  to  100.99%  with  a  median  individual  ratio  of 
99.98%. 

(3)  The  mean  of  the  classified  cases  was  compared  to 
the  mean  for  the  total  DSAA  file.  At  the  10%  significance  level, 
using  a  t-distribution  and  two  tailed  test,  the  mean  of  the  classi¬ 
fied  data  was  found  to  be  significantly  different  from  the  mean  of 
the  total  file  suggesting  that  they  do  not  come  from  the  same 
population. 

(4)  This  indicates  that  classified  data  should  have 
been  included  with  the  unclassified  data  for  completely  accurate 
analyses.  However,  since  classified  cases  comprised  only  0.6%  of 
the  cases  provided  by  DSAA,  none  of  the  analyses  would  show  a 
significant  change  if  classified  cases  would  have  been  included. 
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